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AIRLINE PENSIONS: AVOIDING FURTHER 
COLLAPSE 


Wednesday, June 22, 2005 

House of Representatives, Subcommittee on Avia- 
tion, Committee on Transportation and Infra- 
structure, Washington, D.C. 

The subcommittee met, pursuant to call, at 2:30 p.m., in Room 
2167, Rayburn House Office Building, Hon. John L. Mica [chair- 
man of the committee] presiding. 

Mr. Mica. Good afternoon. I would like to call this hearing of the 
House Aviation Subcommittee to order. We are going to go ahead 
and get started. Most members won’t want to hear my opening 
statement, anyway. But in order to keep the proceedings — we are 
already behind schedule. We will go ahead with opening state- 
ments. Then the order of business will be two panels of witnesses 
this afternoon. Of course, the topic is dealing with our airline pen- 
sions and the particular emphasis on looking at how we can avoid 
further collapse. 

So, with that, I have my opening statement, and then we will 
recognize other members as they arrive, if they have opening state- 
ments. 

As I said, today’s hearing will focus on the crisis facing many of 
our airline pension plans and the impact of recent plan termi- 
nations. Loss of jobs, benefits, and pensions in the airline industry 
are nothing new, in fact. Just ask former employees of Eastern, 
Pan Am, Braniff, TWA, and other defunct carriers. However, the 
scale of recent airline plan terminations is much greater than in 
the past, both in terms of lost benefits and also in terms of cost 
to the Pension Benefit Guaranty Corporation. 

Over the past four years, the airline industry, as we know, has 
experienced a record $32 billion in losses, with an additional $5 bil- 
lion in projected losses in 2005. I might just clarify that. It is not 
all airlines, it is mostly our legacy carriers that find themselves in 
this situation. Many factors have contributed to these losses, in- 
cluding the terrorist-inflicted slowdown in our economy, a decline 
in business travels, the SARS epidemic, and also the increased 
competition from low-cost carriers, and, last but not least and con- 
tinuing, the problem of soaring fuel prices. 

In addition to all of these difficulties, a combination of histori- 
cally low interest rates and poor stock market returns have re- 
sulted in the pension plans of many airlines — and other companies 
as well — becoming significantly under-funded in a very short period 
of time. These unfavorable economic conditions have affected pen- 
sion plans in many industries, not just the airline industry. 

( 1 ) 
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The General Accounting Office recently studied the hundred larg- 
est defined benefit pension plans in the United States and found 
that, overall, reported plan funding levels were generally stable 
and stronger over the late 1990s. No more than 9 of the 100 largest 
plans were less than 90 percent funded in any year from 1996 
through 2000. However, by 2002, approximately one-fourth, a quar- 
ter of all the plans were less than 90 percent funded. Even if addi- 
tional legacy airline pension plans go bust, our Pension Guaranty 
Fund should be able to deal with the multi-billion dollar potential 
shortfall. 

However, when we really get into some difficult and questionable 
territory is if we have a collapse of some our automotive industry 
corporations and their plans. That addition to, again, the difficulty 
we find ourselves in with the airlines is of particular concern to our 
Pension Guaranty Fund. Assets of pension plan sponsored by this 
industry fall short of liabilities by some $55 billion to $60 billion. 
Credit rating agencies recently downgraded the debt of General 
Motors and Ford to below investment grade status, signaling poten- 
tial trouble ahead. The cost to Pension Benefit Guaranty Fund of 
pension plan terminations in this industry could well exceed that 
of the airline industry. 

By comparison, it is interesting to note that even our Federal 
Government’s Defined Pension Benefit Plan — and this is the old 
CRS system. Civil Service Retirement system — is grossly under- 
funded. I chaired the Civil Service Subcommittee and remember 
trying to deal with this issue. As of the end of 2002, the total assets 
attributable to CRS amounted to some $417 billion, but the liabil- 
ities for future benefits amounted to $950 billion, almost a trillion 
dollars, resulting in an unfunded liability for our own CRS Federal 
employees retirement fund of some $533 billion. 

I wanted to make those figures clear, because if you look at even 
the airlines and automotive liabilities, we have the potential for 
dumping on the taxpayers. The liability that we have just in our 
Federal retirement system is almost a half a trillion dollars un- 
funded. 

As a result of this under-funding, the assets attributable to CRS 
are expected to be depleted by the year 2023. In contrast, the Fed- 
eral Employees Retirement System, FERS, as it is called, which 
covers employees hired since 1984, is almost totally funded by em- 
ployees and agencies. Although pension funding contributions have 
by no means caused the airlines current liquidity crisis, for many 
old carriers they have exacerbated it. Cash-strapped legacy airlines 
are having great difficulty coming up with the amounts necessary 
to return their pension plans to full funding. Already two airlines 
in bankruptcy, U.S. Airways and United Airlines, have either ter- 
minated their plans or are in the process of doing so. 

The U.S. Airways plan had an unfunded termination liability of 
some $5 billion, of which our Pension Guaranty Fund would guar- 
antee $2.9 billion. The remaining $2.1 billion in unfunded liability 
represents the value of lost benefits. U.S. Airways employees in the 
aggregate will lose about 27 percent of the benefits they earned 
under this plan. 

The situation with United Airlines’ plan is similar. They have 
plans with an unfunded termination liability of some $9.8 billion. 
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of which the Pension Guaranty Fund will guaranty about $6.6 bil- 
lion, and we end up with a remaining $3.2 billion, which is the 
value of lost benefits, and that translates into United Airline em- 
ployees in the aggregate will lose about 19 percent of the benefits 
they had earned. 

Pension plan terminations such as these create some real hard- 
ships for employees who have worked many years of their life and 
also counted on promises that certain pension benefits will be there 
to provide security in their retirement. For current retirees, the 
loss of earned benefits can be especially devastating because of 
their inability to increase earnings to make up for the loss of those 
benefits. 

The Pension Benefit Guaranty Corporation guarantees benefits, 
but only to a certain level. This level is adjusted annually and is 
currently set at some $45,614, assuming retirement age is at age 
65. Retirement at earlier ages results, of course, in lower guaran- 
teed benefit levels. For example, workers who retire at age 60, 
which is the mandatory retirement age currently for our pilots, the 
guaranteed benefit level is $29,649. 

While these levels of benefits may seem small, the Pension Guar- 
anty Fund will eventually have trouble guaranteeing even these 
small amounts. With $62.3 billion in total liabilities against only 
$39 billion in total assets, the single employer pension insurance 
program lacks the funds to pay a significant portion of future bene- 
fits for which it is obligated. While the Pension Guaranty Fund has 
enough assets on hand to continue paying guaranteed benefits for 
a number of years, its unfunded liabilities continue to grow, and 
with each new plan of termination we get into more serious prob- 
lem. At some point in the future the Pension Guaranty Fund will, 
of course, run out of money. 

The Center for Federal Financial Institutions has projected, if no 
pension reform legislation is enacted, our Pension Guaranty Fund 
will run out of cash by the year 2021 and a $78 billion bailout will 
be required by the Federal Government. So clearly it is in the in- 
terest of workers, of taxpayers, and certainly the Federal Govern- 
ment to correct today’s systemic pension under-funding. 

The era of defined benefit pension plans may well be ending. The 
defined benefit system is under pressure not only from pension 
under-funding, but also under pressure from a changing workforce 
that requires more mobile retirement benefits and increased com- 
petition from many companies with lower cost structures that do 
not include these expensive defined benefit programs. So most air- 
lines that offered defined benefit plans have either negotiated to 
freeze those plans and replace them with defined contribution 
plans or currently in negotiations to do so. We are going to see a 
lot more of that. 

The terminations of U.S. Airways’ and United’s plans are going 
to have ripple effects, and also they are going to have competitive 
implications for other airlines. The so-called domino effect, in which 
other airlines terminate their own defined benefit plans in order to 
compete, will also cause further strain on our existing Pension 
Guaranty Fund. Enactment of pension reform legislation will also 
have competitive implications for the airlines. 



4 


While our Subcommittee and the Transportation Committee does 
not have specific legislative jurisdiction over pension laws, it is ab- 
solutely vital that this Subcommittee understand how these impor- 
tant pension issues uniquely impact our airline industry, their em- 
ployees, and, of course, the taxpayer. 

So I look forward to hearing the views of our witnesses and look 
forward to our two panels. 

I am pleased to recognize at this time for his participation our 
ranking member, Mr. Costello. 

Mr. Costello. Mr. Chairman, thank you. Mr. Chairman, I ask 
unanimous consent that all members be allowed to submit their 
opening statements for the record. 

Mr. Mica. Without objection. 

Mr. Costello asks unanimous consent that Congressman Price of 
Georgia be permitted to participate in today’s hearing. He is not a 
member, but has legislation pending relating to this issue as re- 
quested to the Subcommittee. So without objection, so ordered. And 
he will be, of course, last on the totem pole, but we welcome him. 

Mr. Costello. Mr. Chairman, as everyone in the room knows, 
we just had a series of votes and we are getting started late here. 
The witnesses and others have been here about 45 minutes, so I 
am going to submit my statement for the record. 

I do want to thank you for calling this important hearing today. 
This is an extremely important issue for all of the employees of the 
airlines and for the American people. So I look forward to hearing 
from our witnesses today. I have a number of questions that I have 
that I will be asking our witnesses, and I thank you again for call- 
ing the hearing. 

Mr. Mica. I thank the gentleman. 

Mr. Ehlers? 

Mr. Ehlers. Thank you, Mr. Chairman. I also will try to be brief, 
but I certainly want to thank you for calling this hearing, a very 
important topic. I am getting a double dose of it because not only 
am I on this Subcommittee, but I am also on the Education Work- 
force Committee, and tomorrow we are taking up the pension re- 
form bill there, and full Committee next week. 

I also want to commend you for inviting Bradley Belt to this 
hearing. I have been in meetings with him twice now, and he is 
a very fine public servant, one of the best I have met, has a very 
good view of what is wrong, and I think has some very valuable 
advice for us as to what the Congress should be doing regarding 
pension reform. It not only needs reform, but also revision in a 
number of ways. 

But let us not forget in this whole process that there is another 
part of the puzzle that I think is needed, and that is reform of the 
bankruptcy laws. We already have reformed individual bankruptcy 
laws because we felt it was getting too easy for individuals to de- 
clare bankruptcy, and they were using it as a personal financing 
strategy. I have seen what is happening in the economy as a result 
of the difficult economic years of the last few years, particularly fol- 
lowing a very boom period when everyone was possibly not making 
the wisest investment decisions. 

But I see corporations now beginning to use bankruptcy as a 
business strategy. And it affects people in my district, not in the 
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aviation industry so much as in the manufacturing industries, 
where smaller suppliers to bigger manufacturers are being severely 
hurt when the larger manufacturers declare bankruptcy, leaving 
the smaller companies with two or $3 million of unpaid bills, and 
their fiscal stability is questioned and they may end up in bank- 
ruptcy. 

In this case, also, I am not accusing any airline of using bank- 
ruptcy as a business strategy, but when someone goes through 
Chapter 11 and emerges as a much more viable corporation at the 
expense of the employees, and then creates great difficulty for 
those airlines which are trying to meet their obligations to their 
employees, there is something wrong. And I have already suggested 
to the Chief of Staff from the Judiciary Committee they should 
begin investigating this, and I also will be speaking to Mr. Sensen- 
brenner, the chairman of that committee, urging him to do the 
same. It is clear that we need the same type of reform of corporate 
bankruptcy laws as we have done for individual bankruptcy laws. 

So I look forward to the testimony we hear. I hope it will be fair 
and objective in regards to all parties concerned. And I, of course, 
have a very personal interest, being from Michigan. When we were 
talking about General Motors and some of their problems. And if 
in fact they have to go through bankruptcy, we are going to create 
such immense problems for Mr. Bent that even the Congress can- 
not save him. He will need help from a higher authority at that 
point. 

With that, I yield back. Thank you. 

Mr. Mica. I thank the gentleman. 

Ms. Norton? 

Ms. Norton. Thank you, Mr. Chairman. Just very briefly, I 
wanted to welcome Mr. Belt, one of my own constituents, and 
thank him for the extraordinary job he is doing under quite impos- 
sible circumstances, a problem we keep calling urgent. I have 
stopped doing that because an urgent problem is something you get 
up and do something about right away. It is one thing to lose a job, 
but it is quite another to lose a pension; it is kind of like losing 
your Social Security or having it cut. That is the end of your work 
life. 

This problem gets worse, not better. It has been there with the 
airlines. The more manufacturing has problems, the more we see 
it spreading. And now there is a triple hit here that we simply 
have to do something about. There is the Pension Benefit Guaranty 
Corporation, in this case, the airlines, and, of course, the workers. 
Everybody gets hit all around. I am not surprised that as compa- 
nies fail, one of the first things they do, if we let them, is fail to 
make the necessary contributions to their pensions. 

All I want to say, Mr. Chairman, is we all ought to be grateful 
to you for keep putting this problem forward because if we keep 
putting it off, we are looking at a huge taxpayer bailout. That is 
what is going to happen. They are going to come, the Pension Ben- 
efit Corporation, no Federal funds now. Watch out, because if it all 
goes up in the air, guess who is going to pay the bill. 

Thank you very much, Mr. Chairman. 

Mr. Mica. Thank you. 

Mr. Diaz-Balart? 
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Mr. Diaz-Balart. Thank you, Mr. Chairman. I actually also 
would like to thank you for holding this important hearing today. 

The future of employee pensions is a vital issue that we obvi- 
ously must address before employees and taxpayers are overly bur- 
dened. 

Earlier today, Mr. Chairman, I had the opportunity to visit with 
a group of airline employees that represented just about every as- 
pect of the airlines, including management. Their commitment to 
the industry and to their company is clearly unparalleled. All of 
them have faced huge actual pay reductions after 9/11 and, as 
much as anyone else, these employees have helped our airlines sur- 
vive over the past few very difficult years. 

I look forward to working with our Chairman and with the mem- 
bers of this Committee to find appropriate ways to ensure that the 
pensions of our airlines and their employees is appropriately pro- 
tected. In doing so, I think we need to look at diverse economic and 
financial outlooks of each individual airlines. As with any industry, 
Mr. Chairman, of course, you know very well, airlines have varying 
and different financial situations, and different outlooks, and also 
different plans as to how to deal with their pension future and 
their pension solutions. 

So, again, I look forward to working with the Committee and the 
Chairman. Mr. Chairman, again, thank you for bringing up to the 
forefront of this Congress I think a very important issue that we 
are going to have to deal with sooner or later. 

Mr. Mica. I thank the gentleman. 

Mr. Boswell. 

Mr. Boswell. Thank you, Mr. Chairman. I too appreciate your 
calling this meeting. I would like to associate myself with your re- 
marks. And I will follow the leadership of my Ranking Member by 
submitting my remarks for the record if he will assure me that he 
will read them. I submit them. I yield back. 

Mr. Mica. I thank the gentleman. 

Mr. Westmoreland. 

Mr. Westmoreland. Thank you, Mr. Chairman. And I do, too, 
appreciate your having this hearing. I want to thank the Chairman 
for allowing Mr. Scott Yohe from Delta Airlines to come and testify. 
Delta Airlines is one of the reasons that Hartsfield-Jackson Airport 
is the busiest airport in the world. Delta has about 80,000 employ- 
ees, both active and retired. Fifty-five hundred of those Delta em- 
ployees live in my district, more than any other district in the 
United States. So I am very aware of what this hearing means to 
those folks. 

I would also like to thank the Chairman for allowing my col- 
league, Dr. Price, to come, who has introduced a pension bill that 
I have happily tried to co-sponsor with him. 

So I am anxious to hear what the witnesses have to say today, 
and I appreciate your time in waiting to be able to inform us of 
some of the things that we need to be doing. 

And again. Chairman, I want to thank you for doing this. 

Mr. Mica. I thank the gentleman. We did not have a vote, 
though, on whether or not Mr. Yohe could participate, but we will 
talk about that later. 

Mr. Pascrell? 
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Mr. Pascrell. Thank you, Mr. Chairman, Mr. Ranking Member. 
There are a lot of corporations out there that are cooking the books, 
as we have read, and I am very annoyed. I came to the Congress 
in 1996 to guaranty defined benefits for Social Security and to 
guaranty defined benefits for those who work hard and pay into 
pensions. And there is no corporate person in this Country that 
should be immune, as far as I am concerned. 

That we allow companies to use legal accounting gimmicks at the 
expense of their employees is not acceptable. I think we have done 
a poor job, up here on this side of the desk, protecting employees 
who have no voice. The tentacles, for instance of Enron run 
throughout this Nation. Companies in New Jersey were affected by 
that. People lost everything. They worked 25 , 30 years. They got 
screwed. And we should be darn angry about it. 

We should be as angry about this as we are about the bank- 
ruptcy laws that we proselytized on last week and the week before. 
Same thing. Same concern. Efforts to take advantage of those who 
are voiceless. I am surprised that we are not seeing the same harsh 
talk about responsibility and accountability. This is a place of 
doublespeak, I can assure you. So welcome. 

Our current system will encourage other airlines to follow in the 
path of United. To remain competitive is an obvious flaw. I support 
providing some flexibility, where needed, to ensure that more air- 
lines do not have to be bailed out. But my father worked for 47 
years for the railroads, and if you pick the most prominent subject 
matter at the supper table, when he was able to make his way 
home on time, it was his pension. He looked forward to that. He 
really did. Didn’t talk about Social Security. He was counting on 
a lot of things, but he was counting on his pension. 

Are baby-boomers are counting on their pensions? Apparently 
they are not counting on Social Security. 

Let us be really concerned about making general statements 
about airlines dumping pensions on the PBGC. Not all airlines are 
alike, thank God. We must recognize that there are airlines that 
plan to stick to their deals. There are airlines that plan to uphold 
the commitment to their employees under current funding rules. 
Before we rush into Federal involvement, it is appropriate that we 
take a close look at how we can best protect airline workers. That 
is my commitment, and I aim to fulfill my commitment. 

Thank you, Mr. Chairman. 

Mr. Mica. I thank the gentleman. 

Others seek recognition? Mr. Ehlers? 

Mr. Ehlers. Thank you, Mr. Chairman. Just a very brief clari- 
fication of one of my comments. When I talked about bankruptcy 
as a business strategy, I was not in any way implying that anyone 
deliberately used that as a strategy. 

My point is simply that because the bankruptcy laws and ERISA 
were written at different times, and totally independent of each 
other, companies find themselves in the situation that, when they 
enter bankruptcy, one of the best choices is to divest themselves of 
the pension responsibilities. And that is the issue we have to clar- 
ify and correct, so that that will not be the best available option 
to a company that enters bankruptcy. 

Thank you. 
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Mr. Mica. No further opening statements? 

Mr. Price, did you want to be recognized briefly? 

Mr. Price. If I may, Mr. Chairman. I just wanted to thank you 
and Ranking Member Costello and the members of this Committee 
for allowing me to attend this important hearing. And in the inter- 
est of brevity and to demonstrate my appreciation, I ask permission 
to put my opening statement in the record. 

Mr. Mica. Without objection, it will be included in the record. 
With those opening statements, we will now turn to our first 
panel of witnesses. The first witness is Ms. JayEtta Z. Hecker, and 
she is the Director of Physical Infrastructure Issues in the Govern- 
ment Accountability Office. She is accompanied by Ms. Barbara D. 
Bovjberg, and she is the Director of Education, Workforce, and In- 
come Security Issues also at GAO. And then Mr. Bradley D. Belt. 
He is Executive Director of the Pension Benefit Guaranty Corpora- 
tion. 

I would like to welcome our witnesses. We will go right to Ms. 
Hecker, Director of GAO, for your testimony. 

Welcome, and you are recognized. 

TESTIMONY OF JAYETTA Z. HECKER, DIRECTOR, PHYSICAL IN- 
FRASTRUCTURE ISSUES, GOVERNMENT ACCOUNTABILITY 
OFFICE; ACCOMPANIED BY BARBARA D. BOVJBERG, DIREC- 
TOR, EDUCATION, WORKFORCE, AND INCOME SECURITY 
ISSUES, GOVERNMENT ACCOUNTABILITY OFFICE; AND 
BRADLEY D. BELT, EXECUTIVE DIRECTOR, PENSION BENE- 
FIT GUARANTY CORPORATION 

Ms. Hecker. Mr. Chairman and Mr. Costello and other members 
of the Committee, I am very pleased to be here today. As you may 
know, we have been doing continuing work on the financial condi- 
tion of the airline industry at the request of Congress, and our cur- 
rent work is actually focusing on particular issues of bankruptcy 
and pensions. This work, however, is preliminary, and we will have 
a final report in September. 

The three topics that I will cover basically address the ongoing 
debate that several of you have alluded to over the legacy airlines’ 
use of Chapter 11 bankruptcy protection as a means to control cost, 
continue operations, and, in particular, shed pension cost. The 
three issues are: first, very briefly, some background of the finan- 
cial difficulties; the second on the effect of bankruptcy; and the 
third on the effect of airline pension under-funding. 

Now, the first topic, about the financial condition of airlines, it 
is not news to any of you that there are sever financial difficulties. 
And as you may recall from earlier work that we completed, the 
bottom line is that legacy carriers have not been able to reduce 
their costs sufficiently to profitably compete with low-cost carriers. 
There is a fundamental restructuring of this industry still going on 
in response to the deregulation of the industry in 1978. 

The slide I have here was the bottom line of our review of the 
financial condition of carriers. It basically shows that legacy air- 
lines, while they have worked very hard at it, have not sufficiently 
lowered their costs to be able to compete on a cost basis with the 
low-cost rivals. The blue line is the legacy carriers’ unit costs, and 
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you see it rising until 2001, and then the effort to try to control 
them, bringing them down by 2004. 

And a somewhat similar pattern, but much lower, for the low- 
cost carriers. The main story is that there is a continuing and 
somewhat growing differential in the unit cost between legacy air- 
lines and low-cost carriers. Defined benefit pensions account for 
about 15 percent of that 2.7 cent difference in unit costs. This cost 
difference really is at the heart of the legacy airlines continuing fi- 
nancial losses, as many of you know, nearly $30 billion since 2001, 
with another $5 billion expected this year. 

The second point, then, is to look at the impact of bankruptcy, 
and the bottom line of this is that bankruptcy is and has been en- 
demic to the industry for many years. It really reflects the long- 
standing structural issues and some of the unique characteristics 
of this industry. The main point, though, is that it is not really the 
cause of the industry ills, but, rather, reflects thoses problems. 

This next chart has data since 1984 and shows that bankruptcy 
and liquidation have been more common in this industry. The beige 
little block is the percent of failures for all industries in total and 
the blue line is the airline failure rate. You can see that since 1968 
there have been many bankruptcy filings, 160, in fact, since 1978; 
20 in the last five years. 

A key point here is that the airline industry has historically had 
the worst performance of any sector. So it is no surprise that bank- 
ruptcy has been endemic to this industry. Another point from our 
review of bankruptcy is that airlines rarely emerge successfully 
from bankruptcy. Of 146 Chapter 11 filings, only 16 carriers since 
1979 are still in business. 

Another key issue about bankruptcy is the argument that it 
leads to over-capacity. This chart basically examines whether the 
evidence supports that. The red line is the growth of industry ca- 
pacity over time, and on it I have the blocks of all of the major 
bankruptcies; and the little gray bars are the periods of recession. 
Basically, the bottom line is that the historical growth of capacity 
in this industry has continued unaffected by major liquidations, 
and those slight downturns are more closely correlated with reces- 
sions. So you only get the drawback of the capacity when that over- 
all demand decreases with a recession. 

The basic conclusion of our review of bankruptcy is that, in fact, 
there is no clear evidence that bankruptcy has harmed competitors, 
either keeping excess capacity in the industry or lowering prices. 
They do, however, of course, shed costs in bankruptcy and pen- 
sions, as we are discussing here today. But while bankruptcy may 
not harm the financial health of the airline industry, it is of consid- 
erable concern to the Federal Government, to airline employees 
and retirees, and as you have all said, really brought into light by 
the recent terminations. 

The bottom line here — I will have a few more slides on this 
issue — is that the legacy airlines in fact face significant near term 
liquidity pressures, and pensions are only a small part of that fi- 
nancial pressure. 

This first one is no news to anyone, that there has been a severe 
and dramatic under-funding from an over-funding in as early as 
1999. It went down to a $23 billion under-funding in 2002, and the 



10 


only reason it picks up is not because pensions have now been rein- 
vested in; those are the bankruptcies of U.S. Airways and, then in 
2005, when the United pension plan was terminated that the 
under-funding is now approximately $13.7 billion. 

Now, the main story I have is actually in this next chart. And 
if you don’t like charts, this is one — even though it is busy — that 
I think tells the bottom line of our message today. The blue line 
in 2004 is basically the cash on hand of all of the legacy carriers. 
It is a little under $10 billion in 2004. The other blocks basically 
outline the fixed obligations of all the legacy carriers projected for 
the next four years. 

Now, the big story, as I think I have already told you, is that 
pensions, that gray bottom block, accounts for only about one-sixth, 
or 17 percent, of the fixed obligations of carriers. Basically, this is 
a daunting, overwhelming, and severe crisis for airlines, and it is 
not just pensions. This is the threat really driving bankruptcy and 
the move toward bankruptcy, in our view. 

Now, I might also tell you there is an interesting thing about the 
blue lines. It looks like, oh, they have got a lot of cash. That cash 
is debt-financed. That cash is being burnt. They are going through 
cash. They are losing money. So there is no new cash coming in. 
That cash is from all of the assets of the carriers, everything hav- 
ing been securitized. So this is a severe crisis in liquidity for all 
the carriers. And the pension crisis, which is real and is severe, is 
only about one-sixth of that problem. 

I know I am running over. Oh, yes, there it is. I am running well 
over. 

I have three quick factors that I want to tell you what has 
caused the airline pension problems. The first is market factors. 
Several of you have referred to that. There was a perfect storm of 
reduced assets and increased liabilities. The second is management 
and labor decisions. Basically, we saw a long period of very gener- 
ous contracts and airlines not funding plans when they could. 

This is an important slide visually showing that. The beige line, 
which you can barely see, is the actual contribution of legacy car- 
riers during very profitable years. The profit is in the dark blue. 
So when you see that dark blue line above the line, those are very 
profitable years, historically profitable years for carriers. Airline 
funding was only 8.5 percent of the potential that they could, that 
was still tax deductible. So you have $2.4 billion in actual contribu- 
tions, with a maximum of $29 billion. So they basically were not 
funding these plans even when they were making money. 

The third factor — and I am sure Mr. Belt will go into this in 
more detail than I need cover — the pension benefit funding rules 
have not only not prevented under-funding, they have really con- 
tributed to the under-funding. We have seriously under-funded 
plans, including United, that appear to be fully funded and in com- 
pliance with current requirements, but in fact were grievously 
under-funded. 

The next chart in fact is too complex, so I will just point your 
attention. This is looking at the pension problems and the pensions 
that have been turned over to PBGC. If you look in the first three 
lines — Eastern, Pan Am, TWA — look at the last two columns. The 
PBGC losses were $530 million, $700 million, $600 million. Partici- 
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pant losses were $100 million, $55 million, $45 million. U.S. Air- 
ways and United combined is a $9.6 billion loss for PBGC. Loss. 
That is net of the assets inherited. The loss to participants, again, 
is multiple orders of magnitude beyond prior bankruptcies. 

The concluding observation is that the financial condition of the 
carriers is not sustainable and some carriers are likely to terminate 
under current conditions. An important part of the lesson here — 
because everyone really wants to look for a solution — is that termi- 
nating pensions, or, the option being proposed, to amortize pen- 
sions over longer periods, will not, in our view, solve the long-term 
fundamental restructuring and financial problems typified by that 
unit cost differential. The cost structure problem will not be solved, 
given the small portion that pensions represent, of other major ob- 
ligations. 

The other important thing is that the implications for PBGC are 
actually much broader than just the airline industry, and GAO has 
done substantial work on broad pension reform, and that is why I 
have my colleague, who has directed that work, here to address 
any issues about GAO’s long-term advocacy for comprehensive pen- 
sion reform. 

That concludes my statement, and I would be very happy to take 
questions. I apologize for going beyond. 

Mr. Mica. Thank you. You always do just a great job. And I 
guess what you showed us today is part of a larger report that is 
due out when? 

Ms. Hecker. In September. 

Mr. Mica. In September. Okay. 

Well, we are going to withhold questions, but we are going to go 
next to — well, your colleague, Ms. Bovjberg, did she have some 
comments at this stage? 

Ms. Bovjberg. No, I don’t, Mr. Chairman. But thank you for 
asking. 

Mr. Mica. Okay. Thank you. 

Then we will go to Bradley Belt, Executive Director of the Pen- 
sion Benefit Guaranty Corporation. Thank you for your participa- 
tion today. Welcome, and you are recognized, sir. 

Mr. Belt. Thank you. Chairman Mica, Ranking Member 
Costello, members of the Subcommittee. I commend you for holding 
this timely hearing, and I very much appreciate the opportunity to 
briefly discuss the pension challenges facing the airline industry 
and the important role played by the Federal pension insurance 
program. I would also like to thank Mr. Ehlers and Ms. Holmes 
Norton for their very kind comments. 

And I want to commend you, Mr. Chairman, for your extraor- 
dinarily comprehensive opening statement, which you well outlined 
all the key issues we are facing, has rendered much of my state- 
ment somewhat superfluous. But at the risk of some redundancy, 
I will forge ahead. 

As you know, Mr. Chairman, this hearing is occurring against 
the backdrop of the largest pension default in the history of the 
United States. By the numbers, which you cited. United Airlines 
pension plans have assets of roughly $7 billion to cover liabilities 
of $16.8 billion, for a shortfall of almost $10 billion. The pension 
insurance program will be responsible for covering $6.6 billion of 
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that gap, making it by far the largest claim in the 31-year history 
of the PBGC. 

But the United default also sets another dubious record: the larg- 
est ever loss of earned pension benefits by workers and retirees. 
Weaknesses in the pension funding rules allowed United Airlines 
to dramatically under-fund its pension promises. As a result, the 
company’s more than 120,000 workers and retirees now stand to 
lose roughly $3.2 billion in retirement income that they were prom- 
ised and were counting on. 

As tragic as these losses are, they are unique only in their size. 
As you noted, Mr. Chairman, United is merely the latest airline to 
default on obligations to its workers. In each round of airline bank- 
ruptcies, the pension insurance program has wound up responsible 
for benefits that companies promised but failed to adequately fund. 

In the early 1980s it was Braniff; in the early 1990s it was Pan 
Am and Eastern; and in this decade it has been TWA, U.S. Air- 
ways, and United. Claims from just these six airlines come to $11.7 
billion, or 38 percent of the total in the history of the pension in- 
surance program, even though they have paid only 2.6 percent of 
total premiums. 

There is no question that the airline industry faces substantial 
business challenges. And Congress and the Administration have 
previously acted to provide assistance to help deal with extraor- 
dinary events. After September 11th, Congress created the Air 
Transportation Stabilization Board to administer up to $10 billion 
in loan guarantees to help a then struggling industry get back on 
its feet. 

Today, nearly four years later, and with passenger traffic at 
record levels, some carriers are asking for a different form of loan 
guarantee, in the form of pension funding relief. In economic terms, 
that is what weaker funding rules represent, a loan from the pen- 
sion plan from the workers to the company, co-signed by the PBGC 
and underwritten by healthy companies whose premiums finance 
the insurance program. 

This funding break would come up on top of the exemption Con- 
gress provided just two years ago, which allowed airlines to skip 
80 percent of their required catch-up pension contributions for 2004 
and 2005, in the amount of $2.4 billion. At the time the bill was 
enacted, the airlines suggested that the two-year temporary relief 
would see them through a difficult period without the need to ei- 
ther terminate their plans or to seek additional relief from Con- 
gress. In the interim, U.S. Airways and United both moved to ter- 
minate their plans. And now that the temporary funding holiday 
is set to expire, some legacy carriers are seeking to stretch out re- 
lief for 25 years. 

Mr. Chairman, pension under-funding is not an accident, and it 
is not the result of forces beyond a company’s control. On the con- 
trary, it is the perfectly predictable and controllable product of de- 
cisions made by the company. In the case of the airlines, a series 
of missteps allowed pensions to become significantly under-funded. 
Companies did not contribute as much cash as they could in good 
times, as was noted by the GAO. In certain cases, they contributed 
no cash at all when it was most needed. And in still other cases 
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labor and management agreed to generous benefit increases that 
are now proving difficult to afford. 

The tragedy is not that any of this was illegal. The tragedy is 
that it was legal under our system of flawed pension funding rules. 
United and U.S. Airways would not have presented claims in ex- 
cess of $3 billion each, and with funded ratios of less than 50 per- 
cent at termination, if the rules worked. Consider United. From 
2000 onward, when the funded status of the company’s pension 
plan was deteriorating and the financial health of the company 
itself was failing, the company put little cash into its plans, did not 
provide under-funding notices to workers and retirees, and for most 
years in plans did not pay a variable rate premium to the PBGC. 

The Administration has proposed a sensible, balanced reform 
package to correct the flaws in the system. Key elements include: 
a more accurate measure plan liabilities that would reflect the fi- 
nancial condition of the sponsor and the risk of plan termination; 
asset and liability smoothing, which distort the true funded status 
of pension plans, would be eliminated; credit balances that allow 
companies to avoid making cash contributions for, in some cases, 
years on end, would be barred; companies that have failed to fund 
existing pension promises would be limited from making new un- 
funded promises; more accurate and timely plan funding informa- 
tion would be provided to plan participants, investors, and regu- 
lators; and, finally, PBGC premiums would be restructured to be 
more equitable, generate sufficient revenue to close the program’s 
deficit and pay expected future claims. The fiat-rate premium 
would be raised for the first time since 1991, an index to reflect 
wage growth and all under-funded plans would pay a variable rate 
premium. 

Mr. Chairman, the Administration is committed to strengthening 
the pension insurance program and keeping defined benefit plans 
as a viable option for employers and employees. We believe the Ad- 
ministration proposal strikes an appropriate balance and will best 
protect the pension benefits earned by workers and retirees, mini- 
mize the need for premium payers and taxpayers to subsidize the 
system, and reduce the chances of another pension tragedy like 
United. 

Thank you for your invitation to testify, and I would be pleased 
to answer any questions. 

Mr. Mica. Thank you. I thank GAO and the Pension Benefit 
Guaranty. Witnesses have painted a very grim picture of what we 
are facing. I think it is actually a lot worse than I had suspected. 
And I don’t think we are here to cast blame on airlines or any 
other employers. Same thing that I described with our own Federal 
employee benefit program, which is a half a trillion unfunded for 
Federal employees. We have mirrored some of the private sector. 

Ms. Hecker, the picture you paint, I described in my opening 
statement what I thought would happen as a ripple effect as other 
carriers see what has happened with United and what may happen 
with U.S. Air. You testified, however, that this is only one-sixth of, 
really, their problem. Actually, what you are describing is legacy 
carriers in a lot more trouble than just the pension plan. 

Ms. Hecker. Precisely. 
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Mr. Mica. That we should expect I guess a ripple effect not so 
much precipitated by their need to do something with their pension 
obligation, but much more serious issues. The charts you put on 
the cash, the liquidity, were outstanding I think in describing the 
problem, but is that an accurate depiction of their situation? 

Ms. Hecker. Absolutely. There is basically a fundamental re- 
structuring that is occurring. There are non-sustainable cost dis- 
advantages that the legacy carriers have not been able to overcome, 
and that is also reflected in these very, very high fixed obligations. 
Part of it, of course, is a balloon from the pension deferral that was 
passed in 2004, for 2004 and 2005, so you have 

Mr. Mica. And that expires — or has expired? 

Ms. Hecker. No, at the end of this year. 

Mr. Mica. Okay, that expires the end of this year. That was a 
reduction of 80 percent for that period of time, is that right? 

Mr. Belt. That is correct. 

Mr. Mica. Okay. What was even more disturbing — I had never 
seen the charts you put up — about their contributions, and I think 
that little beige line, the year 2000, when they were actually mak- 
ing money, their contributions were practically nothing. Did we 
allow that by law, they could make all the promises they wanted 
but weren’t obligated to put anything in? 

Ms. Hecker. That is right. It basically was because the funding 
rules allowed them to appear to be fully funded. 

Mr. Mica. So whatever reform we adopt, we have got to have a 
real hammer and lock on what you promise, you also have to de- 
liver. 

Ms. Hecker. Precisely. 

Mr. Belt. Mr. Chairman, if I can touch upon that one point. 

Mr. Mica. Yes. 

Mr. Belt. One of the key issues highlighted in the Administra- 
tion’s reform proposal are the issues related to so-called credit bal- 
ances. An illustrative example is the United Airlines pilots’ plan, 
which, when we assume it, will be underfunded by $3 billion. The 
company has not put a dollar into that pension plan since 2000, for 
five years, notwithstanding the fact that the liability and the gap 
grew over that period of time. But that was allowed by the rules. 

And the particular rule that allowed them to avoid having to put 
in any cash was credit balances that were built up during the 
1990s, during the boom years, when stock market gains were fairly 
good and sometimes companies did put a little bit of money into 
their plans. But they were able to use the availability of the credit 
balances to offset the otherwise required minimum funding con- 
tributions. 

Mr. Mica. Okay, one last question. I want to try to let Mr. 
Costello get his questions in before these votes. There are a couple 
of proposals around that allow amortizing the pension debt over, I 
guess, five to seven, or up to 25 years I guess is another proposal. 
It doesn’t sound like either of those are really going to make this 
work. What is your opinion, Ms. Hecker, and then Mr. Belt? 

Ms. Hecker. We don’t have an evaluation that is a specific posi- 
tion on the bill, but a lot of our work I think speaks to some points. 
First of all, there is an economy-wide problem with the defined 
benefit system, and singling out airlines really is likely to have 
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precedence for other industries. GAO has really favored a com- 
prehensive reform. The problem is, the way it has worked, the 
more under-funded you were, the less you paid. 

So we now have a crisis where they are more severely financially 
strained than ever. But do you perpetuate this fiction that, by 
stretching it out, somehow they will really be fully funding their 
plans? There is just no clear impact on the ability to actually save 
the carrier or to salvage the benefits ultimately for the employees. 

Mr. Mica. Pretty grim. 

Mr. Belt. 

Mr. Belt. Mr. Chairman, the Administration believes that the 
funding rules should be made more robust and strengthened, rath- 
er than weakened, and that the funding rules should apply to all 
participants in the system, and you would not have a separate set 
of funding rules for certain companies or industry sectors. Having 
said that, certainly the goals of any type of measure like that are 
laudable ones, that is, seeing if there is a way to maintain the pen- 
sion plan for the benefit of the workers and retirees, and to avoid 
having losses incurred by the Federal pension insurance program. 

But I think there are several issues that are raised in that con- 
text, one of which is are we, as noted by Ms. Hecker, putting off 
the problem to another day and there is a potential for the problem 
to be much larger at that point in time? The bill, as drafted, that 
you may be referring to — at least I have seen a couple of meas- 
ures — would limit the liability exposure to the pension insurance 
program, but it would not cap the liability to the pension insurance 
program. There are a number of ways in which liability could grow 
over a period of time. 

Another issue is what signal does it send. Does it exacerbate the 
moral hazards that already exist in the system? Does it send a 
message for a company that is perhaps modestly underfunded now, 
that the way to get special treatment is to get more underfunded, 
to not put in cash out of current resources, but use that for profit- 
making activities and get into a deeper hole and, that way, be able 
to more effectively make the case that special funding rules are 
needed? 

I would also note that we are facing challenges from a risk per- 
spective from a whole host of companies, not just the airline indus- 
try. There have been eight auto part suppliers that have filed 
Chapter 11 just in the past six or seven months. They would prob- 
ably be looking at this issue and saying what about us? And there 
are other companies just outside Chapter 11. And it is not unique 
to the auto sector as well. We are dealing with companies in the 
textile industry, grocery companies chains, service companies, fi- 
nancial services companies and others that are similarly situated. 

And I would also note, as I mentioned in my testimony, that re- 
lief was granted just two years ago in PFEA, and it was worth 
about $2.5 billion of being able to avoid pension contributions dur- 
ing that period of time. And it was represented at that time that 
the problem would then go away. In addition, some companies, in- 
cluding airlines, have taken advantage of rules under current law, 
funding waivers, to obtain additional funding relief 

And, as the General Accountability Officehas stated, that this is 
not primarily a pension problem; there are a host of other issues. 
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So I think we have to understand that those are all issues that are 
presented whenever we start talking about different kinds of relief 
measures. 

Mr. Mica. Mr. Belt, Ms. Hecker, we do have two votes, so what 
we are going to do is recess. I do have one question, though, Mr. 
Belt, for you. In talking to you — and I think our staff have talked 
to you — you felt that you could sustain all the projected or potential 
losses you see now for the airline industry. Where it gets a little 
bit hairier is the potential of other — what we do here with airlines 
sort of has, again, this ripple effect. Can you sustain the ripple ef- 
fect with other industries following suit? 

Mr. Belt. We are already, in some respects, if we were a private 
sector insurer, technically insolvent. 

Mr. Mica. You are broke. 

Mr. Belt. Our liabilities, the commitments we have taken on in 
terminated pension plans, exceed our assets by more than $23 bil- 
lion. But from a cash flow or liquidity standpoint, we can continue 
along this path for several years, but the hole gets deeper each and 
every day. So the question is how do you fill the hole at some point 
in time, and who pays for that? 

And that is the challenge we are all facing and that we have got 
to try to resolve. I mean, in some respects — take United Airlines. 
We get $7 billion of assets in that pension plan. We, right now, pay 
out $3.5 billion a year in benefit payments. That gives us two years 
worth of benefit payments. The only problem is we are also taking 
on an additional $17 billion of liabilities that we don’t have the 
ability to cover. And premiums are far insufficient to not only fill 
the current gap, the $23 billion, but also cover future expected 
claims. The loss on United alone is six years’ worth of past pre- 
miums. 

Mr. Mica. Thank you. To give everyone a fair shot at full ques- 
tions, we will recess now for approximately 20 minutes. Thank you. 

[Recess.] 

Mr. Mica. The Subcommittee is back to order, and I would like 
to recognize Ranking Member Mr. Costello. 

Mr. Costello. Mr. Chairman, thank you. 

Ms. Hecker, first let me compliment you on your testimony. As 
the Chairman said, it is always very informative. A couple of ques- 
tions. On the chart that you put up on the overhead, on page 16 
you talk about — and I understand that the agency will not go on 
the record supporting or opposing a particular bill, but you indicate 
that terminating pensions or amortizing pension contributions over 
a longer period will not solve legacy airlines’ long-term fundamen- 
tal problems. And then on chart number 4 you talk about that the 
legacy airlines have not sufficiently lowered their cost. We all know 
that employees have given pay raises, they have taken reductions 
in benefits in order to help the legacy airlines. 

I wonder just how tight can you squeeze the orange to get more 
juice out of it. Give me some of your thoughts. What are the things 
that the legacy airlines should have been doing that they have not 
been doing in order to sufficiently reduce and lower their cost, as 
you indicate. 

Ms. Hecker. I don’t think I have a simple answer for that. It is 
an extremely important question, and I think from the perspective 
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of our work I could see about it for the record and see if we can 
supply some insights, but off the top of my head I don’t have some 
specific actions 

Mr. Costello. Well, we, of course, the Chairman and I and 
members of the Subcommittee, meet with CEOs and others from 
the various legacy airlines from time to time, and we ask that 
question, but in realizing your testimony that we are talking about 
pensions is only 17 percent or one-sixth of the legacy airline long- 
term obligations. But when you say that they haven’t sufficiently 
lowered their cost, that is pretty obvious, but where in fact can 
they lower costs? And I would ask you to maybe get back with the 
Subcommittee and give us some answers or some recommenda- 
tions. 

Secondly, on number 16 again, page 16 of your chart, you say im- 
plications for the PBGC that you are recommending that the GAO 
supports broad pension reform that provides, and then one is 
meaningful incentives to adequately fund plans; two, additional 
transparency for participants; and, three, accountability for those 
firms that fail to match the benefit promises they make with the 
resources needed to fulfill those promises. 

And I realize you are asking for broad pension reform, but it 
seems like a broad recommendation. And I wonder if you might 
narrow it down and give us some more specifics as to what they 
may do for, number one, meaningful incentives to adequately fund 
plans. 

Ms. Hecker. I will have Ms. Bovjberg, who has worked on the 
summarizes, respond. 

Ms. Bovjberg. We have made those recommendations fairly gen- 
eral to give Congress some leeway. As time has gone on, we have 
also tried to make some more specific ones. For example, we think 
that the deficit reduction contribution, which we refer to more 
broadly in our report as the additional funding contribution, is 
something that really needs to be re-examined. That affected very 
few firms, and the firms it did affect didn’t make that payment in 
cash. As Mr. Belt says, addressing the use of credit balances is ur- 
gent. Dealing with the way that we calculate and define funding 
assets and liabilities is crucial. This is not just for airlines, it is for 
all defined benefit pension sponsors. 

I think that you will have before you this year at least two, if 
not more, proposals for comprehensive pension reform that will 
deal with funding rules, that will deal with premium issues, that 
will deal with better disclosure and transparency. And those are 
the areas that we would urge you to consider. I do want to say that 
in a forum that we had earlier this year we did discuss legacy 
costs, legacy pension costs separately from comprehensive pension 
reform and going forward. We thought it was important to make 
changes to the pension financing system and the pension insurance 
system going forward, but understand that our policy might have 
to address legacy costs separately. But I would encourage Congress 
to think about legacy costs as not only airlines, but there are other 
industries that we would put in that category. And there are dif- 
ferent ways to think about supporting those. 

Mr. Costello. The third point under the broad pension reform 
proposals, accountability for those firms that fail to match the ben- 
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efit promises they make with resources needed to fulfill those 
promises. It is pretty difficult for an employee of a particular legacy 
airline to know — for instance, Mr. Belt, in your testimony, which 
I am going to ask you about in a minute you indicated that one 
legacy airline had not made a contribution since 2000. And I guess 
my question is how difficult is it, since every legacy airline may 
have different bookkeeping accounting procedures, to determine 
how much a pension fund of a particular airline is under-funded? 

Mr. Belt. Yes, Mr. Costello, I am happy to answer that. That is 
one of the issues that is directly addressed by the Administration 
proposal. We believe very strongly that you need to have accurate 
measures and liabilities so that all the system stakeholders — work- 
ers and retirees, shareholders of the company, as well as regu- 
lators — have an understanding of what the real financial condition 
of the pension plan is at any given point in time. That is not avail- 
able to the system stakeholders under current law for a variety of 
reasons. 

The calculation of assets and liabilities under ERISA is a study 
in obfuscation. We use these smoothing mechanisms that look at 
the value of assets going back from the present time back over sev- 
eral years. Same thing with calculating liabilities. That is like driv- 
ing your car down the road looking in the rearview mirror. What 
happened three or four years ago has no relevance to the economic 
reality today. So it is vitally important that we have accurate 
measures of liabilities and that we report that information on a 
timely basis, and that we make that information available to all 
the system participants. 

One of the issues right now is PBGC has relatively timely infor- 
mation about the financial status of pension plans under so-called 
Section 4010 that is filed with us each year. Those are the compa- 
nies that are most underfunded. We are proscribed, precluded by 
law, from making that information publicly available. Workers and 
retirees are entitled to know that type of information. 

Mr. Costello. While I have you — and I will go back to Ms. 
Hecker with another question — let me ask you, Mr. Belt. You indi- 
cate in your testimony that two of the fundamental rules, in par- 
ticular, the credit balances and the smoothing of assets and liabil- 
ities, have contributed to the pension crisis. I wonder if, for the 
record, that you might explain those two issues, credit balances 
and smoothing, and comment on what needs to be done with the 
rule. 

Mr. Belt. I would be delighted to do so. The smoothing issue, as 
I just mentioned, is how, for ERISA funding purposes, when com- 
panies have to calculate how much they have to put into their pen- 
sion plan under the funding rules, they get to calculate that based 
on a measure called current liability that really bears really very 
little relationship to economic reality. And it is comprised of both 
smooth assets and smooth liabilities, which, again, means that you 
are looking at the value of assets averaged over a period of several 
years. 

So companies are still taking into account the fact that asset 
prices used to be higher than they are now, that interest rates used 
to be higher than they are now. That does not allow for an accurate 
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picture of the financial status of the pension plan at this point in 
time. 

The other issue I mentioned is credit balances, which is a mecha- 
nism, a separate account that companies are allowed to use to 
avoid making cash contributions. That is, if there is value in the 
credit balance account, they can offset that against actual required 
cash contributions. The interesting quirk about that is that credit 
balance account is a result of a variety of things, but if they paid 
more than minimum contributions in the year past and they get to 
assume that interest is assumed on those assets. 

But even if, in the interim, the asset values have fallen substan- 
tially, so the plan has become more underfunded, that credit bal- 
ance still remains. And that is exactly what happened when I men- 
tioned United Airlines pilots’ plan, which is a matter of public 
record, which was substantially underfunded in the year 2000 and 
has become substantially more underfunded. But because of the 
availability of credit balances, the company did not have to, legally 
under the ERISA rules, put any cash in in 2000, 2001, 2002, 2003, 

2004, and will not have any monies owed until actually the end of 

2005. 

Mr. Costello. I think, Ms. Hecker, on one of your charts — Mr. 
Belt, I want you to address this, if you would — one of the charts 
you indicated in the years when the legacy airlines were making 
money, they were not making contributions to their pension funds. 
My understanding is that the current law prohibits prepayments 
for future years into the pension funds. Is that correct? 

Mr. Belt. Not quite correct, Mr. Costello. There are limits under 
current law on the amount of tax-deductible contributions that can 
be made into a pension plan, the maximum contribution limit. One 
of the Administration’s proposals is in fact to raise the maximum 
contribution level to provide additional incentive for companies in 
good times to put additional monies in the pension plan to buffer 
against bad times. 

While we do support that additional flexibility, the fact of the 
matter is in the vast majority of instances companies have not 
bumped up against the maximum contribution limit. And that var- 
ies from company to company, obviously, but for the system as a 
whole that is true. And the airlines themselves are very differently 
postured in that way. Some airlines and some of the legacy air car- 
riers did, for a period of years, bump up against the maximum con- 
tribution limit. 

If you look at a different set of years, either before or after that, 
that wasn’t true, but in some years they did bump up against the 
maximum contribution limit. There were other legacy carriers that 
over the same period of time never hit the maximum contribution 
limit in any year for any plan. 

Mr. Costello. Last question — I have run out of time, but hope- 
fully we will have an opportunity to come back — for you, Ms. 
Hecker. You indicate in your testimony that the very presence of 
the PBGC insurance may have created a moral hazard for incen- 
tives to not properly fund pensions, and I wonder if you might 
elaborate on that. 

Ms. Hecker. The very availability of this program, in our view, 
changes the incentives. There are indications, we don’t have smok- 
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ing guns. You have an example of the machinists having their pen- 
sions increased at United 45 percent six months before United de- 
clared bankruptcy. Now, it is true there is a phase-in and, in fact, 
those didn’t have the effect that on their face they might have. 
There appear to be indications that when you know you can have 
certain obligations taken over by the government that there is less 
funding and less commitment to those obligations. 

Mr. Costello. And, hence, that is why you made reference to 
going through cash, burning money? 

Ms. Hecker. Well, the reference to burning money is that they 
are losing money through operations. They are not generating net 
cash. So that cash balance is in fact part of it is coming from in- 
creased borrowing and leveraging, and there is an end to that. 

Mr. Costello. And there are those who would suggest that some 
of the legacy airlines are attempting to get rid of whatever cash 
they have in order to file under Chapter 11. And you indicate in 
your testimony there is no clear evidence that the airlines use 
Chapter 11 bankruptcy protection that has harmed the industry. I 
wonder if you might comment on that. 

Ms. Hecker. Well, the two presumptions are that they create 
extra capacity in the industry, and the second one is that they lead 
by lowering prices because they have been able to lower their costs. 
We found no evidence of either. We did the analysis I showed you 
about the capacity, how none of the bankruptcies or liquidations ac- 
tually led to a turn-down in capacity, that in fact it kept going up. 
It was only recessions that led to reductions in capacity. 

Basically, as soon as an airline fails, somebody else picks up the 
capacity. We did specific studies of specific markets that is in my 
written statement. In addition, there is a modest amount of aca- 
demic research, and those are cited, and they found the opposite, 
that these carriers in bankruptcies are not price leaders, that the 
price leadership is coming from the low-cost carriers. 

So we just didn’t find the evidence that in fact bankruptcy was 
ever a first choice. We consistently heard that it is a last resort, 
that you lose control and that it is not a preferred model, and that 
was our observation. 

Mr. Costello. Mr. Chairman, thank you. 

Mr. Kennedy. [Presiding] Mr. Porter? 

Mr. Porter. Yes. Thank you, Mr. Chairman. And I thank the 
panel for being here. 

I have really a three-part question for you, Mr. Belt, all related. 
It has to do with your authority and any possible changes. What 
existing authority do you have to deal with the situations that we 
have been discussing today? Is it possible to make changes to your 
authority to accomplish a similar end? And, if so, what specific au- 
thority would you need? So it is what authority do you have to deal 
with it today; what changes should we make, if necessary; and 
what authority would you need? 

Mr. Belt. I am not sure quite where to start on that issue, it 
is a fairly broad one. I think it is fair to say that the PBGC has 
a rather limited set of tools and authorities to respond to market- 
place changes and risks posed to the pension insurance plan com- 
pared, for example, to a private sector insurer, but some of that is 
statutorily based. 
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For example, if a company does not pay premiums or does not 
make contributions to its pension plan, I can’t decline or deny in- 
surance to them, I still have to cover them. Our tool sets are also 
fairly limited relative to other Federal insurers like the Federal De- 
posit Insurance Corporation that has a much broader range of ca- 
pabilities to protect the interest of the banking system than does 
the Pension Benefit Guaranty corporation. 

One of the areas where we encounter great difficulty is one al- 
luded to by Mr. Ehlers, which is bankruptcy. There is no question, 
an inherent tension between ERISA (the Employee Retirement In- 
come Security Act) and the Bankruptcy Code. And where a lot of 
these issues actually come to a head is when companies are in 
Chapter 11. They serve very different purposes. The interest of the 
Bankruptcy Code and the judge are to have the company emerge 
successfully from Chapter 11. And to the extent that they are 
weighing equities, the stakeholders that they are looking at are the 
creditors in the company, and first among equals there are the se- 
cured creditors, and we are a general unsecured creditor. 

There are other issues that arise in the bankruptcy context as 
well. The bankruptcy judges really simply are not attuned, by dint 
of their responsibilities, to the interest of participants, workers and 
retirees, to the premium payers whom we are supposed to be re- 
sponsible for, as well as the taxpayers. We are supposed to be self- 
financing. 

One of the proposed changes in the Administration’s proposal is 
to give PBGC the authority to be able to enforce liens in bank- 
ruptcy. And the situation that arose was one that, again, using 
United as an illustrative example, last summer the company was 
in Chapter 11, in bankruptcy, and they failed to make a $74 mil- 
lion payment that was required by law under ERISA. Now, if they 
weren’t in Chapter 11, if they weren’t covered hy the Bankruptcy 
Code, PBGC would he able to step in, the lien would arise by the 
operation of law, and we would be able to enforce that lien and 
have a security interest against the company. 

But under the Bankruptcy Code there are automatic stay provi- 
sions that kick in. And the lien arose, hut we weren’t able to do 
anything about that. It didn’t give rise to a security interest, we 
stayed as a general unsecured creditor. So there was no practical 
consequence whatsoever to United skipping that pension payment 
that was required by Federal law under ERISA. That is another 
example of something that we think would he very useful on a go- 
forward basis. 

Mr. Porter. Mr. Chairman, to follow up. 

So to have that specific authority to follow up in those cases, that 
is some of the authority you think you should have or do you have? 

Mr. Belt. No, we do not have that authority in the bankruptcy 
context, and that is part of the Administration’s proposal. As I un- 
derstand it, it is not in the bill that is being marked up in the 
House Education and Workforce Committee. 

Mr. Porter. Now, are there some tools available to you that you 
currently have to deal with this situation? 

Mr. Belt. The principal tool is to actually step in to terminate 
a pension plan. And it is an action that PBGC has taken and will 
take in extraordinary circumstances, when such action is necessary 
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to protect the interest of the pension insurance program as a 
whole, and balancing the interests of all the stakeholders. 

But it is obviously not a desirable option, and it is one that we 
do not take lightly because there are adverse consequences. If we 
step in to terminate an underfunded pension plan, then the work- 
ers and retirees lose; they stop accruing benefits, they may lose 
benefits because of the guaranty limitations. We take the liability 
on our books. Somebody has to pay for that, that is the other pre- 
mium payers in the system or ultimately, potentially, the taxpayer. 

But in some cases that action is necessary when the company is 
no longer supporting the pension plan. They are not putting any 
additional assets in the pension plan, they either don’t have the 
ability to do so or are not willing to do so, and the liabilities con- 
tinue to accrue each and every day that that plan is still out there. 

So to protect the interests of the stakeholders as a whole, all the 
people that we are responsible for cutting benefit checks to in plans 
we have already taken over, as well as the premium payers and 
the taxpayers, we sometimes have to step in to terminate that pen- 
sion plan, notwithstanding the fact that it has adverse con- 
sequences for the participants in that particular plan. 

Mr. Porter. And I know we were called away to a vote, but if 
I understand correctly, you stated that even in the good years 
United chose not to fund as they could have, from 2000 through 
today, correct? 

Mr. Belt. That is true not only with respect to United, but the 
vast majority of companies that sponsor defined benefit plans could 
have put more money into their pension plans, above the minimum 
amounts that were required by law, and many of those companies, 
as we have talked about, took advantage of other loopholes in the 
funding rules — the way you calculate assets and liabilities and 
credit balances — to not put money in when they could have done 
so. 

Mr. Porter. I represent the community of Las Vegas and, of 
course, we feel a partnership between the airlines and their em- 
ployees and, of course, our customers that are traveling on the air- 
line industry, and I appreciate your comments today, and I know 
you are having to make some pretty decisions. But we appreciate 
what you are doing. Thank you. 

Mr. Kennedy. The gentleman’s time has expired. 

Ms. Tauscher? 

Ms. Tauscher. Thank you, Mr. Chairman. 

I don’t think we have to look farther than this room to figure out 
who is responsible, at least in part, for the mess that we are in 
right now. When I was a small child, I spent 14 years on Wall 
Street, and prior to September 11th I think many of us were deeply 
concerned about what we considered to be unsustainable business 
models for especially the legacy carriers. And then after September 
11th we created an airline stabilization board, who clearly have 
never scrubbed the books and still do not understand the ongoing 
practices of many of these airlines, and they certainly have not 
alerted Congress. 

If American workers are working hard and playing by the rules, 
they believe they have laws that protect them. And we have been 
asleep at the switch. As much as there was an intelligence failure 
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in many different ways on September 11, this is an example of a 
major, major oversight failure by Congress. We have got to get this 
right. 

Mr. Belt, your testimony should say to anybody with a defined 
benefit plan to run not walk immediately to their executive row 
and demand that their CEO show them the books of their pension 
plan. This is not just about our friends in airlines industry. As you 
have testified, Ms. Hecker, there is a panoply of industries that are 
egregiously not only underfunding and not doing the right thing, 
but we have got laws that are incongruent with responsibilities, we 
have got Enron accounting. You have to have a Ph.D in accounting 
to understand ERISA to begin with and then you have got 
complicit with that a number of other basic gap rules that allow 
companies to slip the noose day in and day out. 

And what we now find when we have lifted up this rock is a com- 
plete nightmare. What disturbs me is that we still apparently are 
not getting it right. We should be having hearings day in and day 
out, Mr. Belt, to provide you with what you need so that we at 
least have a sense from today going forward that we have a PBGC 
that is at least breathing. 

Mr. Belt. Please do not invite me every day. I have done this 
eight times in the last two months. 

[Laughter.] 

Ms. Tauscher. Well, you are very popular, and we know why. I 
do not really have any questions for you because I am right now 
trying to control my blood pressure. I am stunned that knowing 
what we knew after September 11, many of us believed that we 
had to have a much more activist airline stabilization board. I have 
been a constant critic over what they have done on these bank- 
ruptcies, in and out, not supporting them, forcing people to write 
business plans day in and day out while they are hanging by a 
thread. 

Now what we find is that they did not even scrub the books 
enough to understand that it was not just the business models and 
trying to fix a few weeks of having a ground stop. There was an 
overwhelming lack of responsibility in many different quarters, not 
only bad business models and things that were not going to work 
in the long term, but that there was fundamental funny business 
going on. 

Mr. Belt, at the minimum, these plans need to mark to market, 
no more smoothing, that is crazy. At a minimum, everyone that is 
a beneficiary and paying into one of these plans needs to be noti- 
fied by mail immediately once the company decides not to live up 
to their obligations. That I think will send a shock wave around the 
country in every boardroom. 

What I do not understand is how one of the big carriers who was 
effectively owned by their employees, whoever those board people 
were representing the pilots and everybody else that helped that 
airline stay above water for a few hours should basically be taken 
to the woodshed because they were not doing their fiduciary re- 
sponsibility to understand that one hand was not doing what the 
other hand thought they were doing and that they were complicit 
in allowing this to go on. 
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So there is a lot of blame to go around I believe in this room. 
We need to take responsibility and we need to act now, Mr. Chair- 
man, to get this right. This is absolutely heinous. Americans need 
a Congress that is going to make sure that the laws are as respon- 
sible to them as they are responsible to themselves and their fami- 
lies and to this country to work hard and play by the rules. When 
they play by the rules, we have to have laws that protect them, and 
we obviously do not. Thank you, Mr. Chairman. 

Mr. Kennedy. The gentlewoman yields back her time. Mr. 
Ehlers. 

Mr. Ehlers. Thank you, Mr. Chairman. First a specific question 
before I ask a more general one. Ms. Hecker, in your report you 
have this fascinating chart: Legacy airlines could have contributed 
more to plans during profitable years. My first question, did any 
of the airlines contribute less than they were legally required to 
contribute? 

Ms. Hecker. I do not believe so. It all goes to these smoothing 
and these credit rules, so that even though most of them were not 
contributing anything for many of those years, it was in full com- 
pliance with the rules. I am sure Mr. Belt can tell you better. 

Mr. Ehlers. That is what I thought. I just wanted to check be- 
cause I wanted to make sure you are not saying that they were ir- 
responsible or violating the law. And it is clear they did not violate 
the law. Now, I noticed you just quoted the source for this as PBGC 
and DOT. Did you check with any of the airlines to verify the fig- 
ures that you had on this to make sure that they were accurate? 

Ms. Hecker. No, we did not. 

Mr. Ehlers. Okay. And as far as individual airlines are con- 
cerned, did any of them make more than the minimum amount of 
payments during that time period? Did you check that at all to see 
which ones contributed more and which ones did not? 

Ms. Hecker. We have some information but it is actually sum- 
marizing a study that Mr. Belt’s staff did. 

Mr. Ehlers. All right. Maybe Mr. Belt can answer. I have the 
understanding that Delta paid more than the minimum and I be- 
lieve Northwest did too. Is that correct or incorrect? 

Mr. Belt. I do not have the figures, but we can certainly get 
them to you as to whether they paid more than a minimum. There 
are certainly some of the legacy carriers that in some years with 
respect to some plans bumped up against the maximum contribu- 
tion limit. That is, they could not have put in any more on a tax 
deductible basis. 

It is also true, for example, with one of the legacy carriers, that, 
as far as we could ascertain, over a several year period with re- 
spect to each of their plans they never bumped up against the max- 
imum contribution limit. There were some companies, for example, 
you mentioned one of them, that if you looked from the period 1997 
to 2002, there were years when they could have put in as much as 
$3 billion more than they did in an individual year and not bumped 
up against the maximum contribution limit. 

Mr. Ehlers. All right. If you could send me that information, I 
would appreciate it. It would be interesting to see that. 

My point is I just want the facts. I do not want to cast aspersions 
where they should not be cast, but I am willing to cast them where 
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they should be cast. But I want to have the facts to make sure it 
is clear who did what and not just lump them together. 

The second question is a more general one, and is again ad- 
dressed to both of you. During my opening statement I made some 
comment about the need to rewrite bankruptcy laws at the same 
time we rewrite the pension laws. I would appreciate any com- 
ments that either of you could offer on that, in particular as to 
which you think we should be looking at changing in the bank- 
ruptcy laws to make it match better with the PBGC requirements 
and the new pension bills that are being offered just to make sure 
they mesh appropriately and we do not find ourselves in the same 
situation ten years from now because we reformed one and not the 
other. 

Mr. Belt. If I can take that first. As I just discussed with Mr. 
Porter, one of the elements in the Administration’s reform proposal 
is to give the PBGC the ability to enforce a lien in bankruptcy for 
missed contributions. We think that is critically important so as to 
avoid the situation that arose with United last year when they 
failed to make a contribution that was required by Federal law, the 
Employment Retirement Income Security Act, but the Bankruptcy 
Code, the automatic stay provisions, ended up trumping that and 
there was no practical consequence to that. My understanding is 
that is not in the bill that is being marked up in the House Edu- 
cation and Workforce Committee, it was marked up at Subcommit- 
tee level today. The Administration does believe that is an impor- 
tant element of reform. 

There are a host of little but frustrating and vexing issues that 
tend to crop up all the time with respect to PBGC and pose an on- 
going litigation risk because of the tension between ERISA and the 
Bankruptcy Code because they serve very different purposes. One 
of which is, for example, under ERISA, we are supposed to cal- 
culate the value of a claim in a particular way using a certain dis- 
count rate methodology. But that is not written into the Bank- 
ruptcy Code. So bankruptcy judges, depending on what jurisdiction 
they are in, will use very different ways for calculating liabilities. 

In a recent case where we lost, the company was able to argue 
that the prudent investor rule, and assuming that the participants 
wanted actually to invest in the debt securities of that company, 
what they would have to be compensated to do that, and therefore 
that is the appropriate discount rate to use. The consequence was 
a 9.7 percent discount rate used in that instance which valued our 
liability from 100 cents on the dollar to almost nothing. But that 
is an issue that is out there that is a litigation risk and depends 
on what jurisdiction you are in and it is a disconnect between what 
is in ERISA and what bankruptcy judges look at. 

Another example arose in the United Airlines context particu- 
larly with respect to the flight attendants. ERISA says that the de- 
termination of whether a plan can be off-loaded onto the federal 
pension insurance program in bankruptcy using the distress termi- 
nation process has to be done on a plan-by-plan basis. At least 
ERISA speaks of a plan in the singular. But we just recently had 
in a Kaiser Aluminum case a court decision that said do not mind 
that, the company is able to look at the plans in the aggregate, can 
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they afford all of their plans in the aggregate, they do not have to 
look at it on a plan-by-plan basis. 

So there are a host of things like that that tend to arise because 
of the disconnect between ERISA and the Bankruptcy Code. And 
the bottom line is if bankruptcy judges do not find it in the Code, 
then they tend to discount it even if you find it elsewhere in federal 
law. 

Mr. Ehlers. So you would agree then with my comment that we 
should be working on reforming bankruptcy law as well as the pen- 
sion law? 

Mr. Belt. There are certainly some changes that could be made. 
But there are obviously trade-offs in a balancing of interests that 
could better protect the interests of the pension insurance program 
relative to current law. 

Mr. Ehlers. And if you would be kind enough to put that in 
writing to me and the Committee also, that would be helpful. 

Ms. Bovjberg. Mr. Ehlers, may I jump in for a moment. I know 
that the Government Accountability Office is on the record as say- 
ing that we should consider better aligning the bankruptcy law and 
ERISA for these purposes, this is from a pension perspective, 
where I come from, but that we also think that if you did that you 
could take some measures that would better protect the Govern- 
ment’s insurance program and the participants it insures. I know 
that David Walker, the Comptroller General, has offered to work 
with Education and Workforce on some of these issues, and we 
would be happy to do that. 

Mr. Ehlers. And I would appreciate, you said it is on the record, 
if you could send me that as well, I would appreciate that. 

Mr. Kennedy. The gentleman’s time has expired. 

Mr. DeFazio. 

Mr. DeFazio. Ms. Hecker, just on the legacy airlines and the cost 
chart, I would just like to refer back to that for a minute because 
your prognostication here or the conclusions one would draw from 
some of your materials is a very grim future for the industry, and 
legacy carriers in particular. 

I assume the fuel and oil advantage, I guess part of it is they 
have cash to buy hedges or futures but also some of those hedges 
and futures are going to be less advantageous given the current 
run-up in prices than they were in the last year or two for profits. 
So that one may narrow. 

Labor, I would assume that even the non-legacy carriers have 
systems of seniority and/or graduated pay scales so that the longer 
you are there the more you earn, and I would assume that perhaps 
some of that labor advantage is going to go away plus a lot of the 
give-backs that we have seen. 

Then when I look at pensions, I met recently with a legacy car- 
rier with some other Members and they said that United is doing 
away with defined benefit pensions but they are going to defined 
contributions, and basically, this legacy carrier we talked to, their 
defined benefit is only one-half of one percent difference of payroll 
as opposed to the defined contribution, but theirs was not in as bad 
shape as United and then I do not know about others. Is there not 
some probability that 2.7 cents is going to narrow because of 
events? 
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Ms. Hecker. Well, we have not seen it. The fuel difference actu- 
ally has consistently had the legacy carriers having higher unit fuel 
costs. They have older planes, they are less fuel efficient planes, 
and they do not have the money to get new planes. On labor, low- 
cost carriers tend to have often a younger workforce, just the demo- 
graphics of the workforce, they have far more flexibility in the 
rules, and so there is substantially greater labor productivity. 

I do not think that is naturally converging. And the pension 
issue, the low cost carriers from the get-go went with deflned con- 
tribution. So I am not sure that our analysis would support that 
they are converging. 

Mr. DeFazio. Okay. So then absent that, you are basically pre- 
dicting the demise of one or more of the legacy carriers until such 
a time as there is some kind of return to so-called pricing power 
and fares can go up enough and capacity is strained enough even 
with the non-legacy carriers that people could raise prices and they 
might stop hemorrhaging? 

Ms. Hecker. We do agree that it is very likely that some of the 
legacy carriers will enter bankruptcy and terminate. 

Mr. DeFazio. And what does this say about the future of a sys- 
tem of universal air transport for the United States of America? 
And what does it say about whether or not we should revisit the 
deregulation and consider whether or not, at least in certain mar- 
kets, the only way we are going to be able to provide air service 
is with some sort of limited form of regulation? 

Ms. Hecker. There is absolutely a role for network carriers. The 
model that creates such efficiency for low cost carries, as we know, 
is based largely on the point-to-point service. Network carriers pro- 
vide broader coverage, they provide a distinct service, and they pro- 
vide online connectivity around the world, and they are the inter- 
national carriers. We do not have low cost carriers for the most 
part providing any international service. So there is a distinct serv- 
ice that legacy airlines are providing. 

The problem is that they are not getting the premium that is 
covering the differential costs they have. So the restructuring that 
is still needed is not so much to converge, but to get the cost dif- 
ferentials to a level where they can make it up in yields. 

Mr. DeFazio. But what you are saying is the market, in a de- 
regulated market, in a cut-throat market, does not value 
connectivity or a universal air transport system. It does not lead 
to that. It leads to the most efficient, cheapest way of providing 
service, which might well be something that says everybody in the 
Northwest will drive to Seattle to get on a plane, everybody in Cali- 
fornia will drive to Los Angeles or San Francisco to get on a plane 
because that could be really efficient for the carriers because they 
just provide point-to-point from those areas, and so no more Fres- 
no, no more Sacramento, no more Eugene, no more Tacoma, sorry, 
not Tacoma, that is Seattle, but no more whatever. 

Ms. Hecker. But it is not some objective model. These are con- 
sumers making decisions and that is really that so-called South- 
west effect where people are choosing, preferring, even if they are 
near a small or community airport, they prefer to drive three, four, 
five hours for that lower cost. 
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Mr. DeFazio. But not business travelers. So the business travel- 
ers are all going to go to microjets? How are we going to continue 
to have a universal system that serves the business community and 
the leisure traveler which can involve a four or five hour trip to 
save a hundred bucks, although with gas prices, who knows, it is 
probably going to have a bigger differential to save these days. 

Ms. Hecker. I do not think I have the crystal ball of how the 
market and the various segments of this market will evolve. But 
I do think we have seen tremendous innovation and tremendous 
benefits to consumers, to communities, and to growth. 

Mr. DeFazio. Not to communities who lose their jet service or 
regular business service. It is kind of an economic disadvantage. I 
mean, sure, if you have got a hub, take advantage of it. If you have 
got some competing airlines, great. But if you happen to be one of 
these second tier airports, well, too bad, you used to have air serv- 
ice, now, if you want to attract a company just tell them they have 
either got to have their own jets or their executives are going to 
drive for four hours to the nearest airport. It is not going to work 
for most of America. 

Mr. Kennedy. I would say the gentleman’s time has expired. 

Mr. Westmoreland. 

Mr. Westmoreland. Thank you, Mr. Chairman. Ms. Hecker, let 
me get this straight in my mind. If an airline goes bankrupt, files 
Chapter 11, do they get to jettison their pensions? 

Ms. Hecker. With the approval of the bankruptcy court. 

Mr. Westmoreland. So it really depends on the bankruptcy 
court. And is that determination made about how much of that 
pension they can jettison or how much the Federal Government is 
going to be responsible for? 

Mr. Belt. If I might answer that. The discretion is ultimately in 
the bankruptcy judge’s hands. The standard is whether the com- 
pany would be able to successfully emerge from Chapter 11 with, 
and the issue we just talked about, one or more of its plans in tact. 
That is the process that exists under ERISA and the Bankruptcy 
Code right now. 

Mr. Westmoreland. Okay. Now, have any of them emerged out 
of bankruptcy and taken up the pension plans or a part of the pen- 
sion plans? 

Mr. Belt. My apologies, I did not really finish the answer to 
your question. The process that courts use is actually an all or 
none proposition. It is a binary proposition right now. There is no 
mechanism available under current law for the bankruptcy judge 
saying, well, you can afford 50 percent of your pension obligation 
and you have to maintain the other 50 percent. It is you terminate 
the pension plans and they turn them over to PBGC, or you main- 
tain them. So that kind of slicing the baby, as it were, is an option 
that is available under current law. 

Mr. Westmoreland. So if I am hearing you correctly, if they file 
Chapter 11, get rid of their pension plans, come back out of Chap- 
ter 11, they have no obligation for those pension plans? 

Mr. Belt. That is correct. That is the general construct of bank- 
ruptcy law, which is the fresh start. Now, we talked a moment ago 
about the inherent tension between ERISA and the Bankruptcy 
Code. There is a provision in ERISA under current law which gives 
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the PBGC the authority to restore a pension plan in changed cir- 
cumstances. We have done that in one instance where a company 
was still in bankruptcy. 

The interesting question that is presented is, let us say an air 
carrier or somebody else emerges and becomes healthy several 
years down the road, can the PBGC step in and say now that you 
can afford this you have to have your plan back, you are supposed 
to restore it to the pre-termination condition. And it is not clear 
that can be done. And it is also not clear that that authority sets 
well with the basic construct of the bankruptcy code, which again, 
you expunge your debts and you get a fresh start. 

Mr. Westmoreland. So the basic answer is that if they file 
Chapter 11 they can jettison their pension plan and not be respon- 
sible. And whether they are eventually responsible or not, it is kind 
of cloudy or unclear as to what maybe our laws might change. 

Mr. Belt. The one thing I would note in that regard, that may 
be where you end up, that we would vigorously make the case to 
the bankruptcy court, if the facts and circumstances suggested this 
was the case, that if the pension plans were affordable or the com- 
pany could obtain exist financing and still maintain those pension 
plans, looking at relevant cash flow and credit metrics, and we will 
hire financial advisors and investment banks to help us make that 
case, as will the company. But we will vigorously argue in appro- 
priate circumstances in the bankruptcy court that the company 
does not meet the distress termination standards; that is, they 
should maintain one or more of their pension plans. Ultimately, we 
do not make that decision, however, we can only make our best 
case to the bankruptcy judge and we may need to make an evalua- 
tion as to how the judge is likely to rule at the end of the day. 

Mr. Westmoreland. Earlier when I think the Chairman asked 
you a question about extending the payments five, seven, twenty- 
five years out, you made the comment that we need to strengthen 
these and not weaken the amount and that this could cause bad 
behavior with companies. What worse behavior can you get some- 
body to do than file bankruptcy, file Chapter 11, jettison their pen- 
sion program, and then go back in business? 

I am missing something. I know I am a little slow, but to me that 
is rewarding bad behavior and that has been kind of a line that 
we have fallen into. So rather than really honoring somebody who 
wants to do their best to keep their pension going and to partici- 
pate and to keep money in that fund, whether they are doing it in 
two years or four years or twenty years, I think that is something 
good. 

I think that is somebody trying to do good, rather than doing, as 
Ms. Hecker talked about, when 60 days or whatever it was before 
one of the airlines filed bankruptcy they increased the benefits 45 
percent or whatever. To me, that is rewarding bad behavior. I 
think when somebody is trying to work out their problems and try- 
ing to do the right thing, we need to be of assistance to them and 
not really make a comment that we are trying to reward bad be- 
havior. You can answer that if you want to. But if not, Mr. Chair- 
man, that is my last comment. 

Mr. Kennedy. The gentleman’s time has expired. Mr. Pascrell. 

Mr. Belt. Mr. Chairman, if I may. 
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Mr. Kennedy. You may answer. I am sorry. 

Mr. Belt. Thank you. I think a couple of points to note in that 
regard. There is no question, I want to wholeheartedly agree with 
you, that current law leads to had outcomes. We have seen that 
manifested in what is happening to the airlines industry, what 
happened to the steel industry, and perhaps that could happen in 
other industry sectors. 

And when companies enter bankruptcy, off-load their pension 
plans, and then are able to emerge successfully, everybody loses — 
workers and retirees lose; other companies that have acted respon- 
sibly lose, they lose because they may have to pay higher premiums 
to cover those costs, they may lose because they are competing 
against a company that now has lower labor costs than they do; the 
system loses because the Government is subsidizing the ongoing 
labor costs of a company for as long as that company is around; 
and ultimately the taxpayer may be at risk. So there is no question 
there needs to be a better way. 

There is a better way. The better way is to make sure that com- 
panies fully fund their pension plans on an ongoing basis. There is 
nothing from a governmental perspective in my view that we can 
or should do to change the business cycle; companies’ business 
models are going to come and go, companies are going to occasion- 
ally fail. I am not sure we can or should do something to change 
that. 

But what we can and should do something to change is the fact 
that if the company sponsors a defined benefit plan, making sure 
there are sufficient assets to cover the promises they have made so 
all the other stakeholders do not lose if that company does go into 
bankruptcy or it does liquidate. I think that is critically important. 

I am also not trying to suggest that we are rewarding bad behav- 
ior. The point I was trying to make is there is a lot of moral hazard 
in the pension insurance system right now. You have socialization 
of private risk-taking, the public sector taking over private risk- 
taking. That is a risk in and of itself. 

The concern is what message does it send to everybody else in 
the system that perhaps is 80 percent funded, 85 percent funded, 
that now has to operate under a tighter set of funding rules. In the 
Administration’s proposal and in the bill marked up in the House 
Education and the Workforce Committee, they have seven years to 
make that up. Well, that is going to be an onerous call on cash for 
some of them. But that is because they are fairly underfunded 
right now. 

If we give a lot longer period of time to certain companies, does 
that suggest every company that is similarly situated may engage 
in behavior to not responsibly fund their pension plans so as to get 
the ability to stretch out their pension obligations over a long pe- 
riod of time so they can devote those current resources, which if I 
were in their hat I would like to do, to other uses, building widgets 
and making profits for their shareholders. And I think that is the 
trade-off we have to work through. 

Mr. Kennedy. I thank you. Mr. Pascrell. 

Mr. Pascrell. I would like to start with where you just ended, 
Mr. Belt. And I want to refer to my friend from Georgia, I think 
you hit the nail right on the head. I think you were clear in break- 



31 


ing down to very elemental parts what we are facing. Trade-offs. 
You cannot trade-off somebody. You cannot trade off the fact that 
we are talking here about a defined benefit that is not guaranteed. 
Figure that one out. And you wonder why we have lost — well 
maybe you do not wonder why — we have lost our credibility besides 
we have lost our way. 

In 1974, if I interpret what you are saying, Ms. Hecker, correctly, 
ERISA set forth a pension plan and rules were established at that 
point, right, in 1974, to define how much a company had to put 
away to meet its pension obligations — 1974. 

So when I hear, in response to my good friend from Michigan 
that he is not so sure whether laws were broken, most of the prob- 
lems we face down here are irresponsibility within the law. There 
is a law. Congress establishes that law with the President, and 
then within that law people are finding all kinds of way to get out 
of their original obligations. Now, we want to protect and we want 
the airline industry to grow. And that industry is really an odd 
bird if you look back over the past 30 years. 

When you look at pensions, benefits, cost of oil, and working con- 
ditions, all of them have been blamed for every downturn we have 
ever had in the airline industry. In fact, you can go back to the 
early 1980s when the President fired all the air traffic controllers. 
The three worst years in the airline industry occurred after that. 
It obviously was not the air traffic controllers that were causing all 
the problems in the airline industry, was it, Ms. Hecker? 

But when I look at this, I want to ask you, if I hear you correctly 
about these defined benefits that are not being guaranteed within 
the law and now we have proposals from the Administration to 
change the pension rules, some of them, I want to ask you a ques- 
tion. What do you think are the two most flawed rules dealing with 
the very pensions we are talking about today? What do you think 
are the two most flawed rules, and what would you recommend we 
do about those two rules since the system is not working? 

Ms. Hecker. I will ask Ms. Bovjberg who has done this work to 
reply. 

Mr. Pascrell. Sure. 

Ms. Bovjberg. In answering your question, Mr. Pascrell, I want 
to talk a little bit about why the rules are a certain way. 

Mr. Pascrell. As long as you answer the question, sure. 

Ms. Bovjberg. I will be brief. They are designed for going con- 
cerns. They are designed for the long-run. They are designed to 
give sponsors flexibility to adjust contributions in response to a 
changing environment, to have a certain period in which to do that. 
And the presumption is that they will do that and 30 years down 
the road they will have the money to pay their pensioners. And if 
something unforeseen should occur, the PBGC would be there be- 
cause they have paid their premiums to the PBGC. 

Mr. Pascrell. The pension is for the long run, too, besides the 
rule. 

Ms. Bovjberg. That is right. That is right. You want to protect 
your participants. 

Mr. Pascrell. So what are the two rules that are most flawed? 

Ms. Bovjberg. Credit balances, the use of credit balances. What 
we have seen is that this just does not work. When you have a run 
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up in the stock market, you have assets that are skewed to stocks 
so there is a lot of risk in some of these plans either run up in the 
market and then the sudden fall off. The credit balances just do not 
work in that situation. That was not something foreseen in pre- 
vious Congresses in writing these rules, and it is something that 
we clearly need to fix. That would be my number one. 

Mr. Pascrell. And what is the second one? 

Ms. Bovjberg. I think it is really a toss-up in terms of whether 
you deal with transparency and disclosure. It is very difficult for 
the PBGC and the Department of Labor to regulate pensions when 
it is difficult for them to get timely information and accurate meas- 
urement. 

Mr. Pascrell. Who do you get that information from? 

Ms. Bovjberg. From the sponsors. 

Mr. Pascrell. And why are they reluctant or why are they so 
slow to get the information to you? 

Ms. Bovjberg. Because we say that under the statute they have 
over 250 days to report their assets and liabilities on the Form 
5500 to the Department of Labor. Now PBGC, as Mr. Belt men- 
tioned earlier, can get better information more quickly through the 
40-10 process. That is not even available to us at GAO. It is not 
available because it is considered proprietary information by law. 
We need better information, we need more accurate measurement, 
and we need it more quickly. 

Mr. Pascrell. One final question if I may, Mr. Chairman. Do 
you think that these pensions should be guaranteed in the same 
way that the Federal Government guarantees the dollars I put into 
a bank account up to a certain amount of money? Do you think 
that is the best way or it is a way, a good way to ensure credibility 
where there is much credibility lacking right now? 

Ms. Bovjberg. I am much less familiar with the banking system 
and the FDIC than with pensions and PBGC. But I do think that 
there is a range of approaches that the Federal Government has 
used with insurance. And the pension insurance program is not a 
real insurance program the way we operate it. I do think that we 
should look at that. Premiums really do not have very much to do 
with the risk that a company will go out of business and leave an 
underfunded plan, for example. 

Mr. Pascrell. Thank you very much. Thank you, Mr. Chairman. 

Mr. Kuhl. [Presiding] The gentleman’s time has expired. 

The Chair would recognize Mr. Costello. 

Mr. Costello. Let me just quickly follow up with two quick 
questions and then I will yield the balance of my time to Mr. 
DeFazio. To follow up on the gentleman’s question, when you talk 
about the 250 days that they have to report, we are talking about 
legacy airlines that use different accounting practices and, depend- 
ing on the interest rates they are using, it can be very deceiving 
if an airline wanted, for whatever purposes they had, to either hide 
or disguise or whatever their underfunding of their pension fund. 
Is that not true? There is not a uniform standard that must be fol- 
lowed. 

Ms. Bovjberg. There is a standard but there is a lot of flexibility 
within that standard. 

Mr. Costello. And is the flexibility in the interest rate? 
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Ms. Bovjberg. Oh, yes. There is a corridor of interest rates that 
you can use. One thing I do want to say. Our funding rules report 
where we looked at the 100 largest plans over time and their fund- 
ing situation and what they contributed suggested that when com- 
panies begin to have financial trouble themselves is when you see 
people putting in the most minimal contributions and relying en- 
tirely on credit balances and gradually becoming underfunded. 

Mr. Costello. So the issue of the interest corridors is an issue 
that you would recommend has to be addressed as well? 

Ms. Bovjberg. Yes. And it must be addressed because the same 
law that provided the DRC clause for the airlines that expires at 
the end of the year also temporarily altered the interest rate for 
those calculations. 

Mr. Costello. Thank you. 

Mr. Belt, a final question, and then whatever time I have I will 
yield to Mr. DeFazio. I see the Chairman is back and maybe he will 
yield to him a full five minutes after I am finished. Mr. Belt, on 
the issue of the legacy airlines and the point that Mr. DeFazio 
made earlier about what we can expect in the future with those 
airlines that have not gone into bankruptcy, as a practical matter, 
if you are the CEO of airline A and I am the CEO of airline B, air- 
line A files under Chapter 11, they are allowed to take their em- 
ployees and their pension obligations and put them in the PBGC, 
and I am airline B, you certainly have a competitive advantage 
over me because I am still funding my defined pension plan, you 
no longer have the obligation to do that, you can set up a 401(k) 
or whatever you choose to do. 

So as a practical matter, when we take an airline, if it is United 
or whoever it may be, U.S. Air, or any other airline, and they go 
to the PBGC because the bankruptcy court allowed them to do so 
and put their pension obligations on the PBGC, it presents major 
problems to the remaining airlines who have defined plans. Is that 
not correct? 

Mr. Belt. It certainly does present a competitive pressure issue. 
Although as Ms. Hecker noted in her testimony, it is one of many 
cost elements or cost pressures facing a company. 

Mr. Costello. Sure, 17 percent, one-sixth. But all of these leg- 
acy airlines are very, very close to the margin. So if you offer them 
relief in the area of 16 or 17 percent of their revenue or somewhere 
in that area, it can make a difference. 

Mr. Belt. That may be the case. I might suggest. Congressman, 
that the situation is not a homogenous one; that is, the financial 
status of the pension plan as well as the plan sponsor is different 
for each of the legacy carriers. Certainly, I am not an expert in 
this, as Ms. Hecker is, but if you read industry analysts. Wall 
Street analysts and others, they will suggest that the condition and 
the issues that are facing Delta versus Northwest versus American 
versus Continental both with respect to their overall business con- 
ditions, the degree of leverage in the company, their costs, their 
revenues, as well as their pension obligations are distinct from one 
another. 

Mr. Costello. When we talk about pension obligations and we 
use the one-sixth or approximately 17 percent, whatever it may be, 
are we talking about health care benefits as well? We are not, are 
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we? So if a legacy airline files bankruptcy and this 17 percent of 
their overhead, so to speak, they are able to shed that by putting 
it into the PBGC, they also are getting rid of health care costs as 
well that my CEO of airline B has to continue with the defined 
benefit plan plus the health care for my retirees. 

So that adds an additional element onto the cost and the com- 
petitive advantage of the airline that goes into Chapter 11 and 
dumps their obligations on the PBGC versus airline B who is try- 
ing to continue under the defined plan and to take care of their re- 
tirees with both pensions and health care. Is that not correct? 

Mr. Belt. Of course, we do not insure health care benefits. That 
is something that would be covered by the collective bargaining 
agreement in a unionized context, and then it is ultimately a mat- 
ter of whether the bankruptcy judge allows them to abrogate the 
collective bargaining agreement. They usually try to force manage- 
ment and the unions to sit down and negotiate out solutions or res- 
olution of issues and you often see that happen at the last minute 
before the 1113 process begins. 

Mr. Costello. Let us take an example of U.S. Air. They went 
through the bankruptcy process. No longer do they have obligations 
to their defined benefit plan. Do they have obligations to their re- 
tired employees for health care costs? The point that I am trying 
to make is when we say that we are only talking about 16 percent 
of the operating cost or the fixed obligations, you have got a health 
care component here as well that is a substantial obligation that 
they are able to shift and get away from as well. 

Mr. Belt. I simply do not know, perhaps GAO does, as to wheth- 
er or not part of the agreements they have reached with their var- 
ious unions whether they are paying health care benefits. I think 
clearly to have a workforce, to have people be willing to come to 
work, you have to provide at least some level of wages, you have 
to provide some level of benefits whether it is a DB or a DC, and 
probably some level of health care benefits. But that is something 
that is ultimately negotiated between the management and the 
workforce, and I simply do not know in the U.S. Airways context 
what level of health care coverage they provide. 

Ms. Hecker. Perhaps we can supply something for the record to 
clarify that. 

Mr. Costello. The only point I am trying to make is that the 
17 percent or the one-sixth is misleading. There are other obliga- 
tions that they are able to walk away from in the area of health 
care. Mr. Chairman, thank you. 

Mr. Mica. [Presiding] Thank you. Mr. DeFazio. 

Mr. DeFazio. Thank you, Mr. Chairman. To Mr. Belt, on the pre- 
vious line of questioning about companies emerging from bank- 
ruptcy becoming subsequently healthy, or the fact that you ad- 
justed a settlement with a company because of conditions in bank- 
ruptcy. As I understand it, you have got some sort of equity basis 
negotiated with United in order to sign off on accepting the obliga- 
tions of United. 

Could you have a contingency that would say should this com- 
pany emerge in the future they would be required to restore some- 
thing beyond your guarantees and/or, on the other side of the equa- 
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tion, that they would be required to replace some of your guaran- 
tees? 

Mr. Belt. Theoretically, yes. I think the practical question, Con- 
gressman, would be whether to put such an agreement in place the 
company would enter into such an agreement, or if such an agree- 
ment was in place they would be able to obtain exit financing and 
be able to emerge from the Chapter 11 process. That is the thorny 
issue in all of these situations. 

Mr. DeFazio. Right. So basically the employees are always going 
to get screwed. Because when you go for exit financing they will 
say, oh, wait a minute, we will pay for your planes, we will give 
you some money to buy fuel, we will give you some money for the 
CEO’s golden parachute, but I am sorry, we are not going to give 
you any exit financing to meet your pension obligations for your 
employees. Is that not basically the way it is working? 

Mr. Belt. That was an issue that actually arose before. Earlier 
on in the United process we actually objected to a provision of the 
debtor in possession financing agreement, this was going back last 
year, that could have been read to say, and this is what the com- 
pany said was imposed upon them by the debtor in possession lend- 
ers, do not put any of the money we are giving to you into the pen- 
sion plan. And the company used the word it would be “irrational” 
from our standpoint, and this was in the information brief filed by 
the company, to put money into the pension plan. And I guess from 
a pure business financing perspective, that is perhaps the case. 

Mr. DeFazio. Right. So basically the employees and PBGC are 
going to be the losers in every one of these bankruptcies. 

Mr. Belt. That is why I suggest that there are bad outcomes 
given the way the current law works. 

Mr. DeFazio. But you do have that theoretical negotiating au- 
thority. Would that need to be strengthened? Could we put a re- 
quirement on you that you attempt to negotiate those kinds of pro- 
visions? Could we put some sort of requirement on a bankruptcy 
judge that those things be looked upon favorably in order to pro- 
vide future Federal bailouts of PBGC? 

Mr. Belt. Along the spectrum right now you kind of have the bi- 
nary outcomes, it is either an all or none proposition. And it seems 
to me that there might be some way to look at some possible mid- 
dle ground. I mean, certainly any other lender, GE or anybody else, 
is willing to have a conversation with the debtor about restructur- 
ing an obligation on certain kinds of terms. 

But I think one would need to be careful about how much is 
mandated or imposed, whether you actually throw the baby out 
with the bath water because you may forestall the ability to ever 
emerge and obtain exit financing. Again, that is part of the consid- 
eration of what is the Bankruptcy Code intended to do, which is 
outside my bailiwick. 

Mr. DeFazio. For average consumers now or at least some con- 
sumers, we have said you cannot discharge your debts, you are 
going to pay forever to the credit card companies. Companies get 
a different leeway here when it comes to their pensions I guess. 

Just one other question, and I know this is a policy area. Do you 
have any numbers on what it would cost if the pilots did not take 
a hit because of the fact that they cannot work past age 60 and 
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they have to take a mandatory hit in their guarantees? You are 
going to reduce your guarantee because they cannot work to age 
65, which is the point at which you would give your maximum 
guarantee, and/or have you ever looked at say a flight attendant 
who has got 30 years, who is fully vested, who is 53 years old, now 
you are going to have to say you have got to work to 65. 

Has there ever been any review, discussion, or numbers on the 
fact that this is kind of a bad system where you are saying to peo- 
ple who have 30 years and they are in a stressful and difficult job, 
well, you have got to work until you are 65, or someone who has 
to retire at age 60 that you have got to work to 65 or reduce your 
guarantee? 

Mr. Belt. We have our chief policy actuary here, Dave Gustaf- 
son. I do not know if he thinks those numbers can actually be cal- 
culated, and I invite him to answer that, as to whether it could be 
calculated so we can provide information for the record. 

Mr. DeFazio. Yes. There are some issues of equity there. 

Mr. Belt. I would note again, everything is ultimately a set of 
trade-offs. Our losses are 

Mr. DeFazio. Right. I understand. But it is people’s lives. Is 
there anything available now? 

Mr. Gustafson. We have not done anything so far. But it is 
something that we could provide an estimate for. 

Mr. Mica. Someone is going to have to repeat that into the 
record. 

Mr. Belt. Our policy actuary just noted that is he believes infor- 
mation that could be provided for the record that we could esti- 
mate. 

Mr. DeFazio. Okay. Thank you. Thank you, Mr. Chairman. 

Mr. Mica. Thank you. Long-waiting Mr. Price, you are recog- 
nized. 

Mr. Price. Thank you, Mr. Chairman, and I once again want to 
thank you and the Ranking Member and the entire Committee for 
the opportunity to be with you. I just want to ask a couple of quick 
questions of Mr. Belt. The pension funding act of 2004 provided 
temporary reduction in the deffcit reduction contribution schedule 
for the airline industry. That expires at the end of this year, as was 
stated. That was meant to be temporary, was it not, to allow time 
for a permanent solution to be found? It was not meant to be a per- 
manent solution, was it? 

Mr. Belt. That is correct. The anticipation, and I was not at the 
helm of the PBGC at the time, was that that relief would be tem- 
porary, would expire at the end of this year. And I think the expec- 
tation of all parties was that there would need to be comprehensive 
pension reform and that would allow sufficient time to 

Mr. Price. If we would figure out what the solution is. When the 
relief expires though the airlines will face tremendous liquidity and 
cash flow problems, I do not think anybody would disagree with 
that, and many of them may find it difficult to operate and move 
them toward the bankruptcy that has been talked about. So I have 
a couple of very specific questions. One is, do you have a handle 
on what the expected fallout would be in the funding contributions 
of the airlines if the relief expires and nothing is done? 
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Mr. Belt. I believe they have made public statements as to what 
under current law would be their required pension contributions 
over the next few years, and they are substantial sums. I do not 
know whether in the numbers that they have used they are con- 
templating the continuation of the corporate bond rate, essentially 
the relief that was provided in PFEA, the 2004 Act, or snap back 
to the Treasury discount rate. In either event, it is a substantial 
number because they are within the DRC contribution rules at this 
point in time. 

But I would note that that issue, as to what happens at the end 
of this year, is not unique to the airlines. That would in fact affect 
everybody that is in the defined benefit system. And again, there 
are eight or ten auto parts suppliers that have filed Chapter 11 re- 
cently that sponsor underfunded pension plans, and there are a 
host of other companies similarly situated. So it is not at all unique 
to the airlines. What is only perhaps unique is the size of the fund- 
ing gap, the total dollars involved with respect to the legacy car- 
riers. 

Mr. Price. Do you all have a “what if’ strategy, what the poten- 
tial impact for the PBGC if another airline were to declare bank- 
ruptcy? 

Mr. Belt. We certainly know our potential loss exposure from 
the remaining carriers, which is about $22 billion. 

Mr. Price. You are currently underfunded at $23 billion, correct? 

Mr. Belt. Correct. 

Mr. Price. Just one final question. I know that PBGC has an op- 
portunity to speak confidentially with airlines or with any company 
if there are problems. Can you say whether or not you are having 
any discussions right now with any airline company? 

Mr. Belt. We have had meetings with all our best customers on 
a regular basis, including airline companies. We share information, 
we try to get a better of understanding of what the issues are, 
what the level of underfunding is, what the minimum contribution 
requirements are, what the plan of action is for meeting those. 

We not only have conversations with airline executives, but any 
company that poses a potential risk of loss to the pension insurance 
program whether they are a high default risk and/or substantially 
underfunded. We get information from a variety of sources. We talk 
to industry analysts, investment bankers, and others about trend 
lines in industries, issues with respect to particular companies. 

Mr. Price. Thank you. I want to thank the other panel members. 
And again, I appreciate the opportunity to join you today. Thank 
you. 

Mr. Mica. Well, I certainly want to thank our panelists. It has 
been a long afternoon. But you can see that there is very serious 
interest in this critical issue. We will probably have additional 
questions, I have some myself, that we will submit to you for the 
record. So we will leave the record open for your responses. But I 
do want to thank you, all of you, for the outstanding information 
you provided our Subcommittee. 

With that, we will excuse you. Thank you again for your partici- 
pation. 

As they are retiring, I will call our second panel. 
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Our second panel consists of Captain Duane E. Woerth, Presi- 
dent of the Air Line Pilots Association; Mrs. Patricia A. Friend, 
International President of the Association of Flight Attendants, 
CWA, AFL-CIO; Mr. Mark S. Streeter, Managing Director of JP 
Morgan Securities; Mr. David Strine, he is Managing Director of 
Equity Research of Bear Stearns and Company, and we also have 
Scott Yohe, Senior Vice President, Government Affairs, also a com- 
munications specialist in distributing information about measures 
the Chairman does not like, and he is from Delta Air Line. 

I would like to welcome all of our witnesses. Some of you have 
been here before, some of you have not. We appreciate your being 
available to the Subcommittee today. 

With those introductions, I think everyone is ready. I will go 
ahead and recognize first Captain Duane Woerth, president of the 
Air Line Pilots Association. Welcome, and you are recognized. 

TESTIMONY OF CAPTAIN DUANE E. WOERTH, PRESIDENT, AIR 
LINE PILOTS ASSOCIATION; PATRICIA A. FRIEND, INTER- 
NATIONAL PRESIDENT, ASSOCIATION OF FLIGHT ATTEND- 
ANTS, CWA, AFL-CIO; MARK S. STREETER, MANAGING DIREC- 
TOR, JP MORGAN SECURITIES; DAVID STRINE, DIRECTOR OF 
EQUITY RESEARCH, BEAR STEARNS & COMPANY; AND 
SCOTT YOHE, SENIOR VICE PRESIDENT, GOVERNMENT AF- 
FAIRS, DELTA AIR LINES 

Mr. Woerth. Thank you, Mr. Chairman. Thank you for holding 
this hearing. What I would like to focus on is solutions. I have 
heard an awful lot about how we got here and all the problems 
with the rules, and I would like to focus on solutions and con- 
sequences of not getting the solutions. 

Certainly the Air Line Pilots Association supports the bill that 
was introduced by Congressman Price. It is equivalent to the bill 
introduced in the Senate by Senators Isakson and Rockefeller. We 
believe that bill, which provides a pension freeze, long-term amorti- 
zation, new interest rates, is the solution that does the three things 
we would want to do. 

It protects worker’s pensions, the pensions will not be lost; it can 
keep the airline out of bankruptcy so further damage to sharehold- 
ers and creditors does not occur; and just as importantly I know 
for the interests of this Congress, it is probably the only solution 
that can stop another United or U.S. Airways where billions of dol- 
lars more end up being terminated and put on the Pension Benefit 
Guarantee Corporation. This bill will do all those things and pre- 
vent that. So that is the number one thing I would like to advocate. 

I would like to also comment in this regard. Previous testimony, 
portrayed this legislation as doing something radical or something 
controversial. The very fact of the matter is that it is doing the 
common sense thing that has been part of FRISA since 1974. Long- 
term pension obligations need to be funded and amortized over a 
long period of time. All that money is not due next week, it is not 
all due next year. 

Mr. Chairman, I think you made a very pertinent comment about 
the public sector, where if the public sector lived under the same 
problems, the Federal Government, State, municipalities and coun- 
ties would have an awful serious problem and I do not think we 
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want those going into bankruptcy. But I want to emphasize that 
point. This is not unreasonable long-term amortization. In fact, 
ERISA when it was formed in 1974 anticipated 30 year amortiza- 
tion in all of these things. So I think it is a very reasonable ap- 
proach. 

Another thing that must be addressed is the sheer numbers that 
we are talking about. At United Airlines it was 125,000 workers, 
with U.S. Airways it was nearly 80,000, Delta and Northwest 
would be another 200,000 combined, if downstream there was com- 
petitive problems for other legacy carriers, there would be another 
couple hundred thousand. We are talking over half a million work- 
ers exposed just in the airline industry with legacy carriers. I think 
that should be plenty of motivation to do something and do it in 
the near term. 

I would mention this as well. We have an example just north of 
the border where the Canadians had a similar problem. Air Can- 
ada was in bankruptcy. Air Canada could not get exit financing, 
the things that Mr. DeFazio talked about. The credit markets, and 
we have people here from the capital markets who can speak to it, 
when they looked at these defined benefit plan amortization sched- 
ules and how much money was due over a very near period of time 
in Canada, Air Canada could not get its financing until the par- 
liament acted. 

When the parliament acted and gave them long-term amortiza- 
tion, they had competitive bids and they got their financing and 
exited bankruptcy within 41 days. Now, I am not predicting an exit 
in 41 days if somebody stumbles in, but I think I am going to leave 
it to Mr. Streeter and his colleagues to talk about what the capital 
markets think about the amortization schedule and why airlines 
are financeable either to get out of bankruptcy or to stay out of 
bankruptcy if we have long-term amortization at a new interest 
rate. 

In the interest of time, Mr. Chairman, I would like to move on. 
I will take any questions you or your colleagues may have. Thank 
you. 

Mr. Mica. Thank you for your points. We will hear from all the 
witnesses and then go to questions. 

I will now recognize Patricia Friend, International President of 
the Association of Flight Attendants. Welcome back. You are recog- 
nized. 

Ms. Friend. Thank you. Chairman Mica, and thank the Commit- 
tee for the invitation to testify today on this pension crisis. The cri- 
sis in the airline industry is of particular importance to the people 
I represent, to the women and men who serve as flight attendants. 
We represent 46,000 active flight attendants at 24 airlines. Our ac- 
tive and retired flight attendants at United Airlines number ap- 
proximately 28,000. 

Over the past several weeks and again here today, we have 
heard some thoughtful and well-informed testimony on the finan- 
cial status of pension plans in the airline industry and on the long- 
term viability of those plans. We have also heard about the rami- 
fications of the United pension terminations, and potentially other 
pension terminations, on the financial health of the PBGC. 
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But I would like to remind the Committee that issue has a 
human dimension. To get a feel for how these individuals will be 
affected, I urge you to read just some of the thousands of 
testimonials that were submitted to Congressman George Miller’s 
online hearing. 

Some Members of the Congress have asked me if we really think 
that liquidation of our company would be better for us in the long 
run. That question implies that by seeking to save our pensions we 
will cause the eventual failure and liquidation of our employer. The 
fact is that the employees of this industry have made repeated fi- 
nancial concessions over the past several years just to keep our air- 
lines alive and profitable. 

We have much more at stake in the airline’s survival than do 
most members of upper level management. In this industry man- 
agement comes and goes, often with a huge financial incentive to 
do so. In fact. United’s current CEO, Glenn Tilton, can leave the 
company and still collect his bankruptcy-proof $4.5 million pension. 

Over the past several months AFA has worked with the PBGC 
and with United Airlines to find a solution to the termination of 
our pension plan. During this time the PBGC maintained that the 
flight attendant plan was affordable and that it could be retained 
in a successful reorganization. At the same time, we attempted in 
vain to engage United management in negotiations over alter- 
natives to plan termination. United Airlines management dem- 
onstrated very little real willingness to engage in meaningful nego- 
tiations with us about saving our plan. 

During February and March of this year, we regularly consulted 
with the PBGC as we developed a proposal that identified suffi- 
cient alternative funding to save our pension plan. On April 14th, 
the PBGC filed an emergency motion to postpone consideration of 
United’s motion for distress terminations of its defined benefit 
plans, calling United’s motion premature and arguing that United 
Airlines had failed to show that the plans were not salvageable. 

Then, on April 22, United announced that it had reached an 
agreement with the PBGC, an agreement in which United agreed 
to provide $1.5 billion to the PBGC and the PBGC would agree to 
terminate all four employee pension plans. 

Our concerns with United’s termination of the flight attendant 
pension plan and the PBGC’s decision to withdraw their challenge 
to the termination are numerous. However, simply put, we do not 
believe that the termination of our pension plan is necessary for 
the survival of United Airlines. We have tried repeatedly to nego- 
tiate with the company on alternatives. In fact, we are the only 
work group that has offered to pay for part of the plan ourselves. 

If United management is successful in their efforts to terminate 
our pension plans, no one should be under any illusion — the other 
so-called legacy carriers will attempt to dump their pension plans 
as well. And if you, the distinguished members of this Committee, 
allow this to go forward, it is probable that there will soon be a 
need for a massive taxpayer bailout of the PBGC. 

If something is not done now, it will be too late for the United 
employees. I am strongly urging each and every member of this 
Committee to cosponsor H.R. 2327, the Stop Terminating Our Pen- 
sions Act, or the STOP Act. This bill would put in place a six 
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month moratorium for any termination of covered plans initiated 
by the PBGC under ERISA 4042. this would give the Confess val- 
uable time to explore further solutions to the crisis at United, and 
it would also allow time for the employer and the unions to develop 
and agree on alternatives to plan termination. 

We strongly believe that the United flight attendant pension 
plan is viable and can be saved, but we need your help in providing 
the time and the incentive for management to work with us to find 
the solution. United’s pension termination is not the first nor will 
it be the last domino to fall on the path to the destruction of retire- 
ment security. 

But you can help put a stop to it today and help prevent hun- 
dreds of thousands of other workers from losing their pension and 
prevent billions of dollars from being dumped on the taxpayers if 
you allow this moratorium to pass and if you find a legislative solu- 
tion to halt the demise of the define benefit pension plans in this 
country. 

I urge the Committee to please give us the time that we need to 
try to save our pension. I urge you to consider and pass H.R. 2327 
as quickly as possible. Thank you. 

Mr. Mica. Thank you for your testimony. 

We will now hear from Scott Yohe, Senior Vice President for 
Delta Air Lines. Welcome, and you are recognized. 

Mr. Yoke. Thank you. Chairman Mica, Congressman Costello, 
Congressmen Price and Westmoreland. Thank you for the oppor- 
tunity to address the pension funding crisis threatening Delta’s 
ability to honor the pension benefits our active employees and re- 
tirees have already earned. 

A sensible resolution of this crisis is absolutely essential if Delta 
is to successfully restructure its business outside of bankruptcy. As 
a son of a Delta pilot and a 26 year employee of Delta, it is a real 
privilege for me to be here today to appear before you on behalf of 
80,000 active and retired employees as well as another 80,000 de- 
pendents who are all members of the Delta family and who support 
very much the testimony that I am providing today. 

We have also worked very closely with our employees and retir- 
ees in addition with Northwest and the Air Line Pilots Association 
to develop a response to what Congress did last year in providing 
a two-year moratorium, and that is to develop a sound and sensible 
solution to this pension funding crisis. Our shared goal is very sen- 
sible. It is a transition funding rule that helps us to meet our obli- 
gations and avoid transferring the liabilities to the Pension Benefit 
Guarantee Corporation and avoiding the tragedy that has already 
befallen the workers at U.S. Air and United. 

Simply stated, without changes to the current funding rule, the 
prospects for restructuring outside of the bankruptcy process are 
poor. Delta wants to avoid bankruptcy for all the reasons that have 
been discussed here today, including, and not the least of which, 
is to avoid termination of our pension plans. 

At this point, I would like to offer a brief explanation as to why 
Delta requires unique pension funding rules. Delta’s two tradi- 
tional defined benefit pension plans were actually overfunded as re- 
cently as 2000. But pension rules, as you have heard, discouraged 
us from making additional contributions. Since that time, a com- 
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bination of historically low interest rates and significant declines in 
the equity market have created large funding deficits in the plan 
and they have triggered accelerated payments known as deficit re- 
duction contributions. This has also coincided with the massive 
losses that we have incurred since 9-11 and our worst fiscal crisis 
in the 75 years of Delta, making access to capital markets abso- 
lutely impossible. 

Contrary to what was implied and perhaps suggested earlier 
today, Delta has not neglected funding its plans. We have made 
payments above the minimum requirement during the 2001-2003 
period, and we have made payments of $440 million in 2004. We 
have already made payments this year of over $200 million and ad- 
ditional contributions of $60 million will be made during the bal- 
ance of 2005. However, without changes in the funding rules as 
they exist today, our contributions over the next three years are 
projected at $2.6 billion, a level that we simply cannot afford given 
our precarious financial liquidity condition. 

The new rules proposed by the Administration and House Repub- 
licans in H.R. 2830 are not helpful to companies like Delta. It 
would only worsen the situation and make bankruptcy a probable 
outcome. 

Delta recognized in 2003 that the traditional benefit plans that 
we had been offering our employees for over 20 years were no 
longer affordable and we set about to replace them with more af- 
fordable, manageable plans that more reflected the competitive cost 
structure that we found in the industry. We created a cash balance 
plan for our non-pilot workers in 2003, and last fall we concluded 
an agreement with our pilots to replace our defined benefit plan 
with a defined contribution plan. Fortunately, Congressmen Price 
and Westmoreland and 21 other cosponsors have introduced H.R. 
2106 which we believes provides a pragmatic airline-specific rule 
that properly balances the interests of all stakeholders. 

H.R. 2106 would allow airlines to fund outstanding pension obli- 
gations on a more affordable 25 year schedule using stable, long- 
term interest rates. It offers a solution to the crisis in the following 
ways: 

First, employees and retirees would have a greater chance to re- 
ceive their full pension benefits rather than see those benefits sig- 
nificantly reduced in a transfer of liabilities to the PBGC. 

Second, the bill is designed to protect the PBGC from increased 
future liabilities by capping the agency’s guaranteed payments at 
current levels. This decreases the risk of taxpayer bailout in the fu- 
ture. 

Thirdly, we think it benefits the travelling public by providing 
stability in the aviation system as the industry undergoes massive 
change and restructuring. 

Lastly, and certainly most importantly for us in the near term 
and why this is so urgently needed now, it would allow Delta to 
remove this pension benefit cloud which inhibits our ability to ac- 
cess capital markets, a key component in completing the trans- 
formation process outside of bankruptcy. 

Let me state clearly and emphatically that Delta is not seeking 
a subsidy. Instead, we are pursing a course that significantly limits 
additional PBGC liability and allows us to meet our obligations. I 
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would also point out that Delta and other network carriers that are 
carrying this heavy pension henefit provide the vast majority of 
international service and are the primary links to small, rural com- 
munities. To Congressman DeFazio’s point earlier, 50 percent of 
Delta’s 202 domestic destinations are small cities with very limited 
service options. 

We certainly understand the need for transformation of our busi- 
ness and we have not been idle. We have taken responsibility for 
changing our business model to respond to the new marketplace. 
We have made tough but necessary changes starting in 2002, such 
that by the end of 2004 will achieve $2.3 billion in annual revenue 
and cost benefits. However, these changes really are inadequate 
and we have set on a course with our transformation plan to take 
out $5 billion by the end of 2006. We believe that with those 
changes we stand a very good chance of becoming a viable airline 
in the future and meeting our obligations. 

We look forward to working with Congress to establish a solution 
that offers a more orderly restructuring of the industry and a 
stronger, healthier airline system. Thank you, Mr. Chairman, and 
I certainly look forward to answering any questions you or other 
members of the Subcommittee may have. 

Mr. Mica. Thank you. 

We will hear now from our two financial and securities experts. 
We will hear first from Mark Streeter with JP Morgan Securities. 
Welcome, sir, and you are recognized. 

Mr. Streeter. Chairman Mica and members of the Committee, 
thank you for inviting me to speak this afternoon. My name is 
Mark Streeter and I am responsible for airline credit research at 
JP Morgan. Please note that my statements do not represent the 
official position of my employer. I will summarize my detailed 
statement which was submitted for the record. 

Unfortunately for the airlines, the credit markets are very con- 
cerned about the airline industry’s fundamental situation and 
looming pension obligations, particularly at Delta and Northwest. 
Based on current prices, the market implies 43 percent and 55 per- 
cent one year bankruptcy probability for Northwest and Delta, re- 
spectively. For AMR and Continental, implied default risk over the 
next four years is greater than 50 percent. Delta and Northwest 
bonds due in only four years offer annualized yields near 40 per- 
cent and trade at prices well below fifty cents to the dollar. 

There are several reasons why the credit markets are worried. 
You have heard others testify about the disconnect between indus- 
try revenue and overall economic growth since the attacks of Sep- 
tember 11. I estimate that the fare increases this year have thus 
far, at best, offset only half of the oil price increase. Counter-par- 
ties are not willing to engage the legacy airlines in fuel hedging 
without cash collateral, making it impossible for the legacy carriers 
to hedge fuel costs. 

The legacy majors have not stood still and have increased their 
unit revenue premium relative to the low cost carriers while nar- 
rowing their cost disadvantage. But there is obviously more work 
to do. Nevertheless, legacy airline liquidity could decline signifi- 
cantly this year. We estimate that Delta and Northwest will burn 
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more than $1 billion in 2005, inclusive of capital raised year to 
date unless cash reserves are replenished further. 

The industry’s ability to add incremental debt, although seem- 
ingly never quite exhausted, is rapidly diminishing. Since 2000, 
airlines have borrowed more than $27 billion. Delta credit ratings 
have fallen 10 notches since the day before the September 11 at- 
tacks. Northwest ratings have fallen seven notches, including yes- 
terday’s Moody’s downgrade. 

In order to raise capital, the legacy airlines have turned to non- 
traditional lenders such as hedge funds and vendors. The legacy 
airlines could perhaps tap some of these same sources for further 
additional liquidity if pension reform positively impacts their credit 
standing. Delta has disclosed that its projected minimum pension 
funding under the current rules will increase to $600 million in 
2006, and to more than $1.5 billion in 2008. Our estimates for 
Northwest are similarly dire. 

In my opinion. Delta and Northwest will be forced to seek Chap- 
ter 11 protection and the termination of defined benefit plans un- 
less reform allowing for a longer term amortization of deficits for 
sponsors that agree to freeze plan liabilities is passed into law. 
Legacy Chapter 11 filings are not necessarily inevitable. I believe 
that Delta and Northwest would prefer to avoid the Chapter 11 
process. 

Most airline and industry observers believe, as I do, that too 
many legacy carriers exist today and that further consolidation is 
inevitable. But further rationalization does not necessarily need to 
occur in Chapter 11 if the Government allows the legacy airlines 
to pursue mergers that make economic sense. 

For example, if the Government affords the flexibility to stretch 
payments out over a period of several years, the sponsors must be 
forced to maintain fiscal discipline in my opinion. I believe that air- 
lines or other sponsors opting into a longer term deficit amortiza- 
tion payment option should not be allowed to repurchase stock, 
should not be allowed to pay dividends, and should not be allowed 
to offer increased defined benefits even if they are funded with 
cash. 

Members of the Committee, if the proposed legislation not sup- 
ported by the airlines is passed into law, I believe, as do the credit 
markets, that Delta and Northwest will likely file for Chapter 11 
protection within the next 12 months. Nothing is guaranteed, but 
the ability of the legacy airlines to successfully structure outside 
the courts is almost directly tied to pension reform that does not 
result in onerous near-term deficit reduction contributions at this 
point. 

The Government has one of two choices in my opinion. Either 
pension reform legislation will add to the already high level of cash 
flow uncertainty, or pension reform will provide some degree of 
comfort to creditors willing to participate in out-of-court restructur- 
ing solutions. 

Thank you once again for allowing me to speak to you today. 

Mr. Mica. Thank you. 

I want to apologize to you, Mr. Strine, you are the last witness 
and I understand you were going to leave earlier and changed your 
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plans. So we do appreciate your being with us and testifying before 
the Subcommittee. You are recognized. 

Mr. Strine. Thank you. I am honored to be here. Good afternoon 
Chairman Mica, Representative Costello, and other members of the 
Committee. Thanks for the invitation to testify today on the U.S. 
airline pension issue. I am responsible for airline equity research 
at Bear Stearns. But throughout my testimony I will be presenting 
my personal views, which are not necessarily those of my employer. 

The airline industry is certainly in miserable financial condition 
and it is destroying shareholder value. Since 2000, the ten largest 
publicly traded airlines have lost $10 billion in market capitaliza- 
tion, and the market index is down 64 percent versus 20 percent 
for the S&P 500. 

The airlines have evolved into what is virtually a commodity- 
equivalent business with little to no pricing power. The growth of 
low cost carrier market share has driven structural changes in the 
airlines’ ability to price discriminate, and the legacy cost carriers 
have simply not moved fast enough to change their high fixed cost 
structures. Through the Darwinian forces of the free market, the 
industry appears ripe for a period of consolidation. If oil prices re- 
main high, that may eventually occur regardless of whether or not 
there is a change in pension funding standards for the airline in- 
dustry. 

While there are many reasons for the airline industry’s financial 
weakness, the defined benefit pension plan funding problem is the 
focus of my comments this afternoon. My conclusion is that the 
longer the period of amortization of pension funding requirements 
and the higher the interest rate benchmark the airlines are per- 
mitted to use in discounting plan obligations, the more access the 
legacy cost airlines will have to the capital markets in the near 
term. 

I will cover three basic questions: 

One, what are the financial implications of the existing pension 
funding deficits? Two, how would more lenient pension funding 
standards affect the airlines? Three, what would a change in pen- 
sion funding standards for the airline industry mean for sharehold- 
ers? 

First question. Under ERISA, we estimate that the airlines’ $14 
billion defined benefit pension funding shortfall will require $1.2 
billion in cash contributions in 2005. This is a significant number, 
but it is only meaningful when considered in light of the airlines’ 
ability to make the contributions based on their operating cash 
flows and unrestricted cash balances. Keep in mind that cash flow 
can be quite volatile as it is dependent on oil prices, labor costs, 
as well as the revenue environment. 

In the report I have submitted as part of my testimony I provide 
a sensitivity analysis with different assumptions for oil prices. 
Each $1 move in oil costs the airlines about $450 million annually. 
Eor 2005, the $1.2 billion in cash contributions represent about 90 
percent of our operating cash flow forecast with oil at $50 a barrel, 
and 13 percent of the combined unrestricted cash balances of the 
legacy cost carriers. 

This is troublesome, but matters do not improve next year. With 
the expiration of the Pension Eunding Equity Act of 2004 at the 
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end of the year, I estimate that the required cash contributions 
could increase 100 percent, to $2.4 billion in 2006, representing 60 
percent of operating cash flow and 30 percent of our projected unre- 
stricted cash balances with oil at $50 a barrel. 

When examining the airlines individually, my analysis suggests 
that pension related risk among the legacy cost carriers operating 
outside of Chapter 11 differs substantially. Considering their abil- 
ity to make the required pension contributions, in descending 
order, I rank the risks as follows: Delta Airlines, Northwest, Con- 
tinental, American, and then Alaska. 

All told, if fares do not increase and oil remains at current levels, 
without more lenient pension funding requirements, I believe both 
Delta Air Lines and Northwest Airlines face near-term bankruptcy 
risk and others could be at risk longer-term. 

On the second question, how would more lenient pension funding 
standards affect the airlines? The longer the period of the amorti- 
zation of pension funding requirements, and the higher the interest 
rate benchmark the airlines are permitted to use in discounting 
plan obligations, the lower the cash burn rates and the lower the 
probability of bankruptcies. 

I estimate that pension cash contributions for the legacy airlines 
would fall 87 percent to about $300 million from $2.4 billion in 
2006 if the amortization period for funding pension obligations 
were to change from four years to the twenty-five years which has 
been proposed in Representative Price’s bill. Under this scenario, 
I believe bankruptcy risk declines significantly, even for the weak- 
est legacy cost airlines. Delta and Northwest. 

On the other hand, even excluding the potential increases in the 
funding requirements due to interest rate benchmark changes, 
using the seven year amortization periods that appear in the Bush 
Administration proposal and Representative Boehner’s bill, I esti- 
mate that pension cash contributions would fall just 32 percent to 
$1.6 billion from $2.4 billion. Under this scenario, my cash-burn 
analysis suggests that Delta and Northwest have a very high risk 
of bankruptcy over the next year. Certainly the current equity mar- 
ket valuations reflect this risk. 

The final question, what would the change in pension funding 
standards for the airline industry mean for shareholders? An ex- 
ception to the funding requirements under ERISA for the airlines 
is not enough in itself to cure the ills of the airline industry and 
halt the destruction of shareholder value. Although shareholders 
and creditors of the airlines that face the most severe liquidity 
problems could benefit in the near term from more lenient pension 
funding requirements, such a change only extends the window of 
opportunity for these companies to remedy the inefficiencies in 
their businesses and reduce their operating costs so they can begin 
the hard work of repairing their terribly distressed balance sheets. 
Even excluding the pension issue, the operating cost structures of 
these companies remain uncompetitive. 

What is more, if extending a life line in the form of pension relief 
serves to delay the reduction of other costs or keeps companies 
afloat that would otherwise shrink in Chapter 11 or by way of 
Chapter 7, thereby ringing some capacity out of the system, the re- 
sult may well be disadvantageous to airlines that already have de- 
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fined contribution plans or have enough operating cash flow to 
cover their required defined benefit plans. Of course, such an out- 
come is not probable given that Chapter 11 itself has been harmful 
to the overall welfare of the airline industry because it sets up a 
lopsided playing field and does not necessarily result in consolida- 
tion or reduction of supply. 

Ultimately, I believe shareholders will benefit most if the natural 
forces of the free market determine the fate of the airline industry. 
Under such conditions, making decisions on how to invest is an 
easier process. However, without a change to the bankruptcy laws 
and antitrust hurdles that allow for easier consolidation of weak 
businesses, a laissez faire policy on pensions will do little to im- 
prove conditions for shareholders. 

Accordingly, barring changes in other areas of law that would 
provide for swifter consolidation, I believe shareholders will benefit 
in the near term from a change in pension law that allows airlines 
to amortize their required contributions over a period well beyond 
the seven years noted in the Boehner bill and closer to the twenty- 
five year period noted in the Isakson bill. Of course, no measure 
of pension help will solve the structural operating cost and balance 
sheet problems facing the legacy carriers. Thanks very much for 
the opportunity. 

Mr. Mica. Thank you again or your patience, and all of you for 
your testimony. 

A couple of quick questions. I saw the charts that the General 
Accounting Office put up and the small amount of money that was 
being put into these pension plans. We have got a couple of em- 
ployee representatives here, the Flight Attendants and the Pilots, 
were you all aware that they were putting in that little money? Did 
you have access to records, Mr. Woerth? 

Mr. Woerth. First of all, besides my duties as a union officer 
and now president for the last seven years, I was even on the 
Northwest Airlines board of directors from the period of 1993 to 
1999, where they were making pension contributions, but also 
where, like Delta, they did in that period of time run up against 
the maximum legal amount that they could put in without incur- 
ring a tax penalty. And one of the proposals going forward is to 
eliminate that. But right now, that is water under the bridge 
where are companies are today. One of the things about that chart 

Mr. Mica. My question was, were you aware, did you have ac- 
cess? I thought someone told me that the employees groups did not 
have access to contribution information. 

Mr. Woerth. I understood the problem. 

Mr. Mica. You understood what was going on? 

Mr. Woerth. Yes, I did. 

Mr. Mica. And what about you, Ms. Friend? 

Ms. Friend. We have a process for a regular accounting on the 
report on the defined benefit plan. The fact is that the way the 
funding rules work, they did not have to put in any more. So, yes, 
we knew. 

Mr. Mica. Did your folks look at it? 

Ms. Friend. We knew what they were putting in. But that little 
amount made it a fully funded plan under the rules. 
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Mr. Mica. Did someone actuarially look at this and say this is 
not going to float in the future? They were just putting in the mini- 
mum that they could under the rules. They had promised both of 
your groups certain pension benefits and what I wanted to do was 
make certain that you had access. If we revise the law and you did 
not have access in the past, what can we do to make certain in the 
future that everything is done to protect your interest and the em- 
ployees’ interest. That is the purpose for that question. 

Mr. Yohe, you said you were doing 260 this year, Sterns and 
Morgan representatives. We heard GAO say that this only accounts 
for about one-sixth of their costs I guess, and that even if we elimi- 
nated that, it looked pretty grim anyway. You did not have that 
take. You said the longer you could stretch it out, of course, the 
less they have to put in. So if we stretch it out and they still are 
filing for bankruptcy, do you think that will occur, that we putting 
off the inevitable? 

Mr. Yoke. I think that what extending it over a longer period of 
time does is that it gives them the opportunity to rectify the struc- 
tural problems they have with their cost structures. Ultimately, 
they need to be competitive with the folks out there who are set- 
ting the prices, and that is the low cost carriers. They need to get 
within their range on their unit costs that allows them to have par- 
ity in operating monies. 

Mr. Mica. So the longer you stretch it out, the better shot they 
have got at some possibility of survival. 

Mr. Streeter, do you think they will survive even if we stretch 
it out? 

Mr. Streeter. Mr. Chairman, it would give the airlines and give 
the Government an option and an option of time for the airlines to 
continue lowering labor costs, to getting labor costs in line with the 
low cost carriers, to equitizing their balance sheets. Delta, for in- 
stance, has been pursuing a path of exchanging debt for equity and 
has indicated a desire to do so going forward. So asset sales, time 
to sell assets and to use proceeds to try to address the debt burden. 
But depending on your oil price forecast, bankruptcies may be inev- 
itable. 

Mr. Mica. Yes, I just saw that. A dollar is four hundred and fifty 
million. That is pretty substantial. If you do not increase prices, 
you are not going to stay in business. 

Mr. Costello. 

Mr. Costello. Mr. Chairman, thank you. Ms. Friend, you men- 
tion in your testimony that your organization is seeking a six 
month moratorium on the United pension plan termination. I won- 
der if you might kind of tell us what the rationale and reasoning 
is for that, what you hope to accomplish if you get a six month 
moratorium. 

Ms. Friend. Essentially, what we are hoping to do is stop the 
clock on the process that has been started at United. That would 
give us, the employees, the opportunity and hopefully give United 
management the incentive to work out an alternative to plan ter- 
mination. It would also give the Congress the time that they need 
to review all the various proposals about funding rule changes, 
longer term or amortization of the debt. It would simply, as I said. 



49 


stop the clock on this process that has started in the airline indus- 
try. 

Mr. Costello. I understand that you are saying that the morato- 
rium would give Congress and others time to kind of work through 
all of this. Is that the goal here? 

Ms. Friend. Exactly. That is the goal. 

Mr. Costello. Okay. Mr. Strine, if Delta and Northwest were to 
file bankruptcy and terminate their pension plans, what would the 
likely response be by American and Continental? 

Mr. Strine. Representative Costello, I think that if both North- 
west and Delta were to file and then terminate their pension plans, 
the risk of Chapter 11 at American Airlines and Continental would 
increase substantially because ultimately they would be operating 
at a significant cash flow disadvantage and operating cost dis- 
advantage to those other two companies. 

Let me put it this way. If both of those companies were to file 
for bankruptcy, you would have 45 percent of the capacity out there 
in the industry operating without disadvantage of having a defined 
benefit pension plan. That is going to be tough to compete with for 
the remaining guys with it. 

Mr. Costello. What changes do the legacy airlines need to make 
in order to become competitive? 

Mr. Strine. That is the ultimate question. 

Mr. Costello. You heard me ask it earlier of the GAO. They 
said they had recommendations to reduce cost. It seems to me that 
the legacy airlines have; you have been through it, everyone at the 
table has, we have seen pay cuts, we have seen benefits given back. 
What else can be done in order to save money? 

Mr. Strine. I think there are two things. Other than continuing 
to lower wage rates, they can improve productivity. That does not 
mean just having people work more hours and changing work 
rules. It also means simplifying the businesses, increasing utiliza- 
tion rates of aircraft, having fewer types of aircraft so pilot training 
costs go down and maintenance expenditures go down, getting to 
a situation where there is enough operating cash flow to begin to 
pull down debt and therefore reduce interest expenses. Only 
through those types of measures will they ultimately be able to 
survive and compete with the likes of Southwest and Jet Blue and 
Air Tran. 

Mr. Costello. Mr. Chairman, thank you. 

Mr. Mica. I thank you. Mr. Westmoreland. 

Mr. Westmoreland. Yes, sir. Thank you, Mr. Chairman. I know 
the hour is late and I will try to be brief. 

Mr. Yohe, you mentioned, and Mr. Woerth also mentioned about 
Northwest, that those two airlines I guess in 1999 or 2000 were 
bumping the maximum that they could contribute. Did the Govern- 
ment set this maximum rate that could be put into the pension 
plans, Mr. Yohe? 

Mr. Yoke. Yes. There is a maximum amount that is allowable 
in order to get tax deduction for those contributions. In the year 
2000, our plan was at 114 percent funded at that point. I would 
just like to make a general comment too. There was a lot of con- 
versation today about how carriers and companies’ plan sponsors 
have funded their plans or not funded their plans in terms of the 
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minimum or whatever. I think what is important to look at here 
is that we did not have a funding problem at all until 2002 when 
we saw this phenomena occur which was the deficit reduction con- 
tribution kick in because of low interest rates and the market. 

Over a very long period of time Delta really never had a problem 
because, as Mr. Woerth said and others have said, you are talking 
about a pension program where you earn benefits over a long pe- 
riod of time, you pay them out over a long period of time. So there 
never really was a problem until 2002. The deficit reduction con- 
tribution requirement was written into law in 1987, and neither 
prior to that time nor subsequent to that time did we have the kind 
of bow wave of payments and obligations that is staring us in the 
face today. 

Mr. Westmoreland. I know the director of education and work- 
force had given out a chart that showed that the airlines did not 
put in but just a very, very small amount. And from what I am 
hearing, during that period of time you were putting in what the 
law would allow you to put in. And from what I am hearing your 
liability is now, was that one reason you gave as the total reason 
that you are that short now? And the other part of the question is, 
what kicks in to tell you how much you have now got to pay? I 
mean the Government set the maximum, do they set the minimum 
also? 

Mr. Yoke. Yes, there is a minimum and a maximum. But essen- 
tially the way the law works is that if you go below 90 percent or 
80 percent in terms of total fundedness of the plan within any two 
to three year period, then these accelerated catch up payments kick 
in. So then in a very short period of time you have a very large 
payment to make in addition to the normal minimum payment as 
well as the premiums that you would be paying. 

So that is really what we are confronted with right now is how 
to deal with those accelerated payments where essentially it is like 
a balloon payment on a mortgage where suddenly you owe the en- 
tire amount of the mortgage. What we are saying is we do not have 
that money to pay off the full amount, so let us amortize that over 
a payment schedule that is more manageable and practicable for 
us. 

Mr. Westmoreland. And one last question. Mr. Yohe, is it not 
true that Delta really does not want to file Chapter 11 and put 
more responsibility on the taxpayers or on the Government retire- 
ment system, and that you all would really rather work out your 
problems and all you are asking for is a fair shot to do the right 
thing? 

Mr. Yoke. Well, I appreciate the question. We have made a con- 
scious effort and have established a transformation plan to try to 
restructure our company out of bankruptcy. And the reason is quite 
simple. When you go into bankruptcy there is a lot of bad outcomes 
associated with that over and above possible termination of your 
pension plan. 

As was discussed here earlier today, the track record of airlines 
successfully reorganizing in bankruptcy is not very good. In addi- 
tion to that, the creditors and lenders and the judge exercise enor- 
mous influence and control over a whole lot of business decisions 
of the company affecting pay of employees, how you fly your airline 
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and where you fly, how many airplanes you have, what hubs you 
have, et cetera. So you lose control to a large degree over a lot of 
those kinds of issues. 

So we felt that for a lot of different reasons, most importantly be- 
cause we believe that the pension benefits in Delta for 75 years is 
a moral obligation that we have to pay what our employees have 
earned, we want to do everything we possibly can to avoid that. 

Mr. Westmoreland. Thank you, Mr. Chairman. 

Mr. Mica. Thank you. Mr. Price. 

Mr. Price. Thank you, Mr. Chairman, I appreciate that. And I 
want to thank each of you for coming as well and for your patience 
today. It has been a long day. I had a number of questions, but I 
will just ask one of Mr. Strine and Mr. Streeter if I may, and that 
is to address, if you would, the need for industry-specific reform 
and whether or not you feel that is appropriate, whether that is 
necessary in this instance. Just your comments on industry-specific 
reform. 

Mr. Strine. Just as it pertains to the pension issue? 

Mr. Price. Yes. 

Mr. Strine. Well, I think without it, we are looking at a much 
higher probability of bankruptcy at two of the big legacy carriers. 
Northwest and Delta, which, unless oil prices were to decline pre- 
cipitously, could then result in a higher chance of bankruptcy at 
both American and Continental. So there is certainly a risk to the 
industry and then the rest of the industry because you will have 
such a big portion of it operating within Chapter 11 under that 
protection if action is not taken. But by no means is this a guaran- 
tee that there will not be bankruptcies because oil prices have been 
climbing every day. 

Mr. Streeter. I would say that I cannot speak to the need for 
pension reform outside of the airline industry and whether or not 
the Government and the PBGC should be in the business of insur- 
ing defined benefit plans. That is a much broader policy issue. But 
I will tell you that for the airlines, without pension reform that al- 
lows for a longer term amortization of these deficits. Delta and 
Northwest, almost a fairly clear certainty, will file for Chapter 11 
protection within the next 12 months, and others, namely, Amer- 
ican and Continental, could follow depending on certain oil and rev- 
enue assumptions. 

Mr. Price. So without that longer amortization, the exposure of 
the taxpayer to liability is significantly increased. Is that an accu- 
rate statement? 

Mr. Streeter. Absolutely. 

Mr. Price. Thank you, Mr. Chairman. 

Mr. Mica. I want to thank all of our witnesses. Time has really 
run out because we did have about five votes pending on the floor. 
But as I told the first panel, we do have a whole host of additional 
questions which we are going to submit to you which will be made 
part of the record. 

But certainly we want to thank each and every one of you. Your 
testimony has been a great contribution, and the previous panel. I 
think our whole Subcommittee learned a great deal and you have 
educated some of the Members of Congress on the very serious 
challenge facing Congress and really our entire american economy 
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at this juncture. So we appreciate your participation. We will let 
you go at this time. Thank you again. 

There being no further business before the Aviation Subcommit- 
tee, this hearing is adjourned. 

[Whereupon, at 6:05 p.m., the committee was adjourned.] 
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Chairman Mica, Ranking Member Costello, and Members of the Subcommittee: 

I appreciate the opportunity to discuss the pension challenges facing the U.S. 
airline industry and the important role played by the federal pension insurance 
program. 

As you know, this hearing is occurring against the backdrop of the largest 
pension default in the history of the United States. As I will discuss more fully 
later in my testimony. United Airlines' default on its pension obligations is 
illustrative of fundamental flaws in the federal pension funding rules— flaws that 
must be addressed if we are to avoid additional pension tragedies in the future. 
The United Airlines case also illustrates the inadequacy of the current premium 
structure to insure pension promises and protect taxpayers against a potential 
bailout of the defined benefit pension system. 
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By the numbers, United Airlines' pension plans have assets of roughly $7 billion 
to cover liabilities of $16.8 billion on a termination basis, for a shortfall of 
$9.8 billion. i The pension insurance program will be responsible for covering 
$6.6 billion of the shortfall, by far the largest claim in the 31 -year history of the 
PBGC. But the United default also sets another ignominious record— the largest- 
ever loss of earned pension benefits by workers and retirees. Because 
weaknesses in the pension funding rules allowed United Airlines to dramatically 
underfund its pension promises, the company's more than 120,000 plan 
participants now stand to lose roughly $3.2 billion in retirement income they 
were counting on. 

The U.S. Airline Industry: A History of Pension Defaults 

As tragic as these losses are, they are unique only in their size. Indeed, United is 
merely the latest airline to default on obligations to its workers. In each round of 
airline bankruptcies, the pension insurance program has wound up responsible 
for benefits that companies promised but did not adequately fund. In the early 
1980s, it was Braniff (1982). In the early 1990s, there were Pan Am (1990) and 
Eastern (1991). And in the early 2000s, there were TWA (2001) and US Airways' 
pilots' plan (2003). Claims from just these five airlines total $2.9 billion. As a 
result, the PBGC is now responsible for paying more than $500 million a year to 
80,000 retirees in these failed plans. Overall, these airlines accounted for 12.5 
percent of all retirees and 14 percent of claims from failed plans as of September 
30, 2004. 

When the $2.3 billion claim from US Airways' other (non-pilot) plans and the 
$6.6 billion claim from United are included, airline claims will more than 
quadruple from $2.9 to $11.7 billion. As a result, airlines will account for 
38 percent of claims from failed plans, vaulting airlines ahead of steel 
(33 percent). It is important to note that while these airlines will account for 38 
percent of all claims, they have paid only 2.6 percent of total premiums in the 
history of the insurance fund. Beyond United Airlines, there is another $22 
billion in unfunded pension liabilities among the legacy carriers. 


^The four plans are: the UA Pilot Defined Benefit Plan, which covers 14,100 participants and has 
$2.8 billion in assets to pay $5.7 billion in promised benefits; the United Airlines Ground 
Employees Retirement Plan, which covers 36,100 participants and has $1.3 billion in assets to pay 
$4.0 billion in promised benefits; the UA Flight Attendant Defined Benefit Pension Plan, which 
covers 28,600 participants and has $1.4 bilhon in assets to pay $3.3 billion in promised benefits; 
and the Management, Administrative and Public Contact Defined Benefit Pension Plan, which 
covers 42,700 participants and has $1,5 billion in assets to pay $3.8 billion in promised benefits. 


2 
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The Challenge from Low-Cost Carriers and Pensions 

There is no question that the legacy airlines are facing unprecedented challenges, 
both internal and external, as the Government Accountability Office^ and other 
experts have attested. The commercial airline industry is capital-intensive, 
labor-intensive, and has high fixed costs, with revenues and profits closely tied to 
the nation's business cycle. Among the legacy carriers, these capital and labor 
costs are higher still; they have a more expensive hub-and-spoke route system, 
multiple and older fleets, a more senior workforce with defined benefit pensions, 
and more restrictive work rules. They are also suffering from unprofitable cheap 
fares largely driven by fierce competition from low-cost airlines, and the entire 
industry, legacy and non-legacy carriers alike, are suffering from soaring fuel 
costs. While the first generation of low-cost airlines did not survive, today's 
low-cost carriers are formidable competitors. In addition, consumers have 
benefited from the growing use of the internet as a point of sale for airline tickets, 
which has made it is easy for travelers to choose the lowest-price carrier. Low- 
cost carriers have increased their share of available seat miles (an industry 
measure of supply) from 10.8 percent in 1998 to 17.5 percent in 2003. 

Congress and the Administration have been sympathetic to the plight of the 
airline industry. After September 11th, Congress created the Air Transportation 
Stabilization Board to administer up to $10 billion in loan guarantees to help a 
struggling industry get back on its feet. These loan guarantees and other types of 
federal relief were provided to help the airline industry recover from the impact 
of the terrorist attacks; they were not intended to remedy long-standing 
structural problems in the industry. Today, nearly four years later and with 
passenger traffic at record levels, the plea from certain carriers is for a different 
form of loan guarantee. In economic terms, that is what pension funding rule 
changes represent —a loan from the pension plan to the company, co-signed by 
the PBGC and underwritten primarily by financially healthy companies whose 
premiums finance the insurance program. 

Delta and Northwest are seeking funding relief in exchange for freezing their 
workers' pensions to help prevent these liabilities from growing larger. 

American has expressed support for a longer amortization period but opposes 
freezing the pension plan. American's proposal would allow liabilities to grow 
at the risk that plan assets would fail to keep pace. 


2 U. S. Government Accountability Office, "Commercial Aviation; Legacy Airlines Must Further 
Reduce Costs to Restore Profitability," GAO-04-836 (August 2004). 
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Clearly the financial and pension challenges facing each legacy carrier are 
unique; Two airlines have declared bankruptcy and offloaded their pensions 
onto the PBGC, several want to freeze their plans in exchange for special 
treatment, and others intend to fully fund their pension promises. 

The airline industry has received substantial relief from its pension funding 
obligations from Congress. In the Pension Funding Equity Act of 2004 (PFEA)^, 
Congress gave airlines a blanket exemption from their pension funding 
requirements under the Deficit Reduction Contribution (DRC) rules. Under 
PFEA, airlines and steel companies could elect to defer 80% of their DRC 
contribution, which is an additional catch-up contribution required for many 
underfunded plans. This allowed airlines to make little or no contributions for 
2004 and 2005. 

In 2004, six major airlines elected to receive this funding relief. As a result, these 
airlines' required pension contributions were about $1.3 billion less than would 
otherwise have been required. So far in 2005, required contributions for three of 
these airlines were more than $1.1 billion less than would otherwise have been 
required. 

As Northwest Airlines has disclosed, it obtained additional relief from its 
pension funding obligations through a $454 million funding waiver granted by 
the Internal Revenue Service for its 2004 plan year. As a condition of the waiver. 
Northwest gave the PBGC a lien on certain corporate assets, including slots, 
routes, aircraft and engines. Other legacy carriers had waiver applications 
pending when Congress provided essentially the same funding relief in the 
PFEA. They declined to pursue these waivers after the enactment of PFEA, 

This year, US Airways and United both have sought to terminate their ongoing 
plans. Now that the PFEA relief is about to expire, most of the other legacy 
airlines are seeking to extend the relief from two years to 25 years. 


3 Pension Funding Equity Act of 2004 (P.L. 108-218, April 10, 2004). This law temporarily 
replaces the interest rate on 30-year US Treasury bonds with an interest rate based on the average 
rate of return on high-quality long-term corporate bonds. It also allows airlines to postpone part 
of their necessary contributions for 2004 and 2005. 
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The Source and Solution for Pension Underfunding 

Pension underfunding is neither an accident nor the result of forces beyond a 
company's control. On the contrary, it is a largely predictable and controllable 
byproduct of decisions made by corporate management. In the case of the 
airlines, a series of decisions allowed pensions to become significantly 
underfunded. Companies did not contribute as much cash as they could when 
times were good, and in certain cases contributed no cash at all when it was 
needed most. In some cases, they granted generous benefit increases that are 
proving difficult to afford. 

The tragedy is not that any of this was the result of illegal activity. The tragedy is 
that it was the result of perfectly legal activity under our system of flawed 
pension funding rules and inadequate premium structure. United and US 
Airways would not have presented claims in excess of $1 billion each— and with 
funded ratios of less than 50 percent— if the rules worked. 

United's pilots' plan provides a case in point. During the period 1997 through 
2001, United's debt rating was "BB+", the highest non-investment grade rating. 
When the company entered bankruptcy in 2002, its credit rating was dropped to 
"D." From 2000 onward, when the true funded status of each of the company's 
pension plans was deteriorating, the company: 

• put no cash into the plan; 

• never made a deficit reduction contribution; 

• never provided any notices of underfunding to participants; and 

• almost never paid a variable rate premium. 

United was largely exempt from these rules because it could claim the pilots' 
plan was "fully funded" on a current liability basis. This rosy picture stands in 
sharp contrast with what we know to be the true status of United's pilots' plan— 
an aggregate shortfall of almost $3 billion and a funded ratio of only 50 percent. 
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United Airlines Pilot Plan 

Termination Benefit Liability Funded Ratio 50% 
Unfunded Benefit Liabilities $ 2.9 billion 



1998 

1999 

2000 

2001 

2002 

2003 

Current Liability Funded Ratio' 

100% 

98% 


iimiii 


80% 

Was the oompany required to make a 
deficit reduction contribution? 

N 

N 

m 

N 

N 

N 

Was the company obligated to send out 
a participant notice? 

N 

H 

N 
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Did the company pay a Vanabie Rate 
Premium? 

N 

H 
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Y 

«.? 

million 

Actual Contnbutions 

SIS.Omillion 

$40.0 ndlion 


$0 


$0 

Prior Year Credit Balance 

$34S.2 million 

$333. 3 million 


^13.1miltiofl 


$525.5 million 


* Curran} Liability Funded Ratio is based on five-year sntood^ng ol assets and smoothed, four-year weighted average interest rate on liabilities. 


Similarly, US Airways' pilots' plan was 94 percent funded on a current liability 
basis, but the plan was only 33 percent funded on a termination basis, with a 
$2.5 billion shortfall. US Airways was not subject to a deficit reduction 
contribution for six years leading up to the year of termination and relied on 
credit balances to avoid making any contributions for the four years immediately 
before terminating. 


US Airways Pilots 

TerminHtion Benefit Liability Funded Ratio 33% 
Unfunded Benefit Liabilities S2.5 billion 



• Current Uabiltty Funded Rabo is based on five-year anootNng of assets and smocthed, ftHir-year weighted average interest rate on liatxliUes. 
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Several aspects of the current funding rules contributed to these disaster 
scenarios, but two should be singled out, as they also were in GAO's recently 
released report, "Recent Experiences of Large Defined Benefit Plans Illustrate 
Weaknesses in Funding Rules." 

One is the use of so-called credit balances. Just at the point in time when 
contributions to the plans were needed most, as asset values were falling and 
liabilities were growing, the company was able to use credit balances built up 
during the 1990s bull market to avoid putting cash into the plans. Remarkably, 
notwithstanding the fact that the United pilots' plan is underfunded by almost 
$3 billion, the company has not made, and has not been required to make, a cash 
contribution to that plan for the years 2000 through 2004 (and none would have 
been required until the end of this year). 

The other aspect of the funding rules that merits mention is the ability to 
"smooth" assets and liabilities. Under current law, plans can smooth assets over 
five years and can smooth liabilities using a four-year weighted average interest 
rate. Those who want to retain these mechanisms argue that they reduce 
volatility, but they do not reduce it, they merely mask it— hiding it from the view 
of workers and retirees. 

These issues are not unique to United Airlines, or even to the airline industry as a 
whole. We saw the same weaknesses lead to the same bad outcomes with the 
steel industry a few years ago, and there is substantial pension underfunding in 
other financially challenged industries. The pension insurance program recently 
has incurred large losses as a result of the pension defaults of companies in the 
financial services, among other sectors. And, while the program faces additional 
exposure from the airline sectors, the largest exposure is not from the airline or 
steel industries, but rather the automotive sector. Of particular concern, several 
automotive parts suppliers have filed for bankruptcy in recent months. These 
bankrupt companies sponsor defined benefit plans with more than $800 million 
in unfunded pension obligations that would become a loss to the pension 
insurance system should those companies' plans terminate during their 
bankruptcies. 


“ United States General Accountability Office, “Recent Experiences of Large Defined Benefit Plans 
Illustrate Weaknesses in Funding Rules,” GAO-05-294, p. 22 (May 2005). 
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Effect of Plan Terminations on Stakeholders 

Terminations of chronically underfunded pension plans adversely affect all the 
stakeholders in the defined benefit system— workers and retirees, companies that 
have acted responsibly in honoring their pension promises, and potentially U.S. 
taxpayers. These terminations can have particularly harsh consequences for 
workers and retirees. While the PBGC steps in to pay benefits to participants in 
terminated pension plans, because of limits on guarantees established in law by 
Congress, some workers and retirees may lose benefits they were counting on to 
provide economic security in retirement. Fortunately, most people receive all of 
their vested accrued benefits, but that isn't always the case. Expectations of a 
secure future may be shattered if promised benefits exceed guarantee limits and 
the plan is underfunded. 

For example, workers at United Airlines, in the aggregate, should receive about 
80 percent of their accrued benefits. But the United workers and retirees still 
stand to lose more than $3 billion in promised benefits. Some participants or 
their survivors may see benefits reduced by half or more because of statutory 
limits. That is the real tragedy of the current system of flawed funding rules. 

Other companies that sponsor defined benefit plans also pay a price through 
higher premiums. Because the PBGC receives no federal tax dollars and its 
obligations are not backed by the full faith and credit of the United States, losses 
suffered by the insurance fund must, under current law, be covered by higher 
premiums. Not only will healthy companies be subsidizing weak companies 
with underfunded plans, they may also face the prospect of having to compete 
against a rival firm that has shifted a significant portion of its ongoing labor costs 
onto the government. This is clearly at issue in the airline industry. The CEOs of 
the legacy carriers have publicly stated that this scenario will give United an 
unfair advantage and may cause them to seek to terminate their pension plans. 

In addition to the losses by workers and retirees and other companies that 
sponsor defined benefit plans, the single-employer insurance program is itself 
now in jeopardy. With more than $40 billion in assets, PBGC can continue 
paying benefits for a number of years. But with more than $60 billion in 
liabilities, PBGC will be unable to meet its long-term commitments without 
additional revenues beyond those mandated by current law. As a result, 
taxpayers are at risk of being called upon to bail out the pension insurance 
program if losses continue to mount. 
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Administration Reform Proposal 

Unless we correct the inadequacies of the current funding rules we are on a 
course of more losses to all the stakeholders in the pension system. The system is 
not viable as it stands. On the other hand, with reform, we have a good chance 
of revitalizing the system. 

The Administration has proposed a sensible, balanced reform package to correct 
the flaws in the system. Core elements include: 

• A more accurate measurement of plan liabilities would be used to 
reflect the financial condition of the sponsor and the risk of plan 
termination. Two measures of liability —"at-risk liability" and 
"ongoing liability" —would be employed to require those at greater risk 
of termination to fund their promises more aggressively. 

• Asset and liability smoothing, which distort the true funded status of 
pension plans, would be eliminated. Credit balances that allow 
companies to avoid making cash contributions would be barred. 
Companies that have failed to fund existing pension promises would 
be limited from making new unfunded promises. 

• More accurate and timely plan funding information would be provided 
to plan participants, investors, and regulators. 

• PBGC premiums would be restructured to be more equitable and to 
generate sufficient revenue to eliminate the $23 billion deficit over time 
and to pay future expected claims. The flat-rate premium would be 
increased to reflect wage growth and indexed, and all underfunded 
plans (based on at-risk or ongoing liability) would pay a variable 
premium. 

Companies that sponsor pension plans have a responsibility to live up to the 
promises they have made to their workers and retirees. Yet under current law, 
financially troubled companies have shortchanged their pension promises by 
nearly $100 billion, putting workers, responsible companies and taxpayers at 
risk. As United Airlines noted in a recent bankruptcy court filing, "the Company 
has done everything required by faw"5 to fund its pension plans, which are 
underfunded by nearly $10 billion. 


’ Page 26, United Air Lines’ Informational Brief Regarding Its Pension Plans, in the US Bankruptcy Court 
for the Nortliem District of Illinois, Eastern Division (Sept. 23, 2004). 
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It is difficult to imagine that healthy companies would want to continue in a 
retirement system, or that prospective employers would want to become part of 
a retirement system, in which the sponsor-financed insurance fund is running a 
substantial deficit. By eliminating unfair exemptions from risk-based premiums 
and restoring the PBGC to financial health, the Administration's proposal will 
revitalize the defined benefit system, 

Mr. Chairman, the Administration is committed to strengthening the pension 
insurance program and keeping defined benefit plans as a viable option for 
employers and employees. This requires a careful balancing of interests and 
inevitably will require trade-offs among various stakeholder interests. We 
believe the Administration proposal strikes an appropriate balance and will best 
protect the pension benefits earned by workers and retirees, minimize the need 
for future premium increases, and lessen the possibility that taxpayers will have 
to be called upon to rescue the insurance program. 
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STATEMENT OF CONGRESSMAN LEONARD BOSWELL 
AVIATION SUBCOMMITTEE HEARING ON AIRLINE PENSIONS 
JUNE 22 , 2005 


The subject of today’s hearing is a very important issue for 
thousands of people employed or retired in the U.S. airline 
industry. All of us know, the precarious economic condition of 
most air carriers. Most of them have been hemorrhaging red 
ink, at least since the terrorist attacks of September 1 1*, and 
many even before that tragic event. With a barrel of oil 
approaching $60, fuel prices are further hampering the air 
carrier’s ability to find profitability. One tragic result of the 
airline industries financial free fall, has been an air carrier’s 
pension plan. 

In recent months, two carriers, USAirways and United have 
terminated their pension plan and the Pension Benefit Guarantee 
Corporation has assumed responsibility for their plans. This 
has, or will, result in significant reductions in expected pension 
compensation for most of the affected retirees. These are folks 
who p layed by th e rules, showed loyal ty to their employer, and 
were told they could expect to retire with a certain benefit. We 
see today that this will not be the case. Most of these retirees 
cannot unretire and start over. For many, their lifestyles will be 
severely disrupted. This is indeed a very sad situation. 



Page -2- 
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For the air carriers, I snspeet they take no pleasure in seeing this 
devastation affect their loyal employees. The other remaining 
carriers are openly discussing, or have rumors suggesting they 
are about to follow US Airways and United in terminating their 
pension plans. This will bring about further hardship for those 
affected retirees or workers. The air carriers maintain they must 
pursue this path to remain competitive in the industry. 
a-e ase o f ‘hn gntey-seenmmkey-do^l. 

As someone who understands the termination of these pension 
plans will not only hurt affected people, but other businesses 
who offer pension plans, we need to seriously evaluate how we 
can address this crisis. Healthier companies will see their 
PBGC premiums increase, because of the new unfunded liability 
being assumed. The system was never designed to absorb such 
enormous obligations. 

I want to see our airline industry grow and prosper. They are an 
important component to our nation’s economy. However, this 
pension situation has created tremendous hardship for thousands 
of people, and we must roll up our sleeves to address the many 
thousands of others who are watching and waiting for what’s 
next. I stand ready to work with my colleagues to address this 
serious situation. 

Thank you and I look forward to hearing today’s testimony. 
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Congressman Russ Carnahan (D-MO) 

House Transportation Committee 
Aviation Subcommittee 

Hearing on Airline Pensions: Avoiding Further Collapse 
Opening Statement 
June 22, 2005 

• Thank you, Mr. Chairman. 

• As we all know, the subject of airline pension plans 
has been in the news recently. The troubles faced by 
United Airlines and US Airways have become a 
source of great concern to airline employees across the 
country. 

• Many of these employees will face hardship as a result 
of United's and US Airway's decision to terminate 
their pension plans. 

• Although it is not the specific focus of this hearing, I 
suspect we will learn today that Congress needs to 
take steps to improve our nation's system of private 
pensions. Now, more than ever, it is important that we 
take steps to secure Americans' retirement. The 
experience of United and US Airways can be valuable 
learning tool in this process. 

• I thank the Chairman and the Ranking Member for 
holding this hearing, and I look forward to hearing 
testimony from the witnesses today. 
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Opening Statement of 
The Honorable Jerry F. Costello 
Aviation Subcommittee 
Airline Pensions: Avoiding Further Collapse 
June 22, 2005 


> I want to thank you. Chairman Mica, for calling today’s hearing to examine the 
airline pension crisis. I fear that with the collapse of these airHne pensions, and 
with the auto industry on the brink, companies will not be offering such 
benefits in the future. 

> ERISA provided the framework for the Pension Benefit Guaranty Corporation 
(PBGC), which was created to protect the pensions of employees covered by 
private sector defined benefit plans. PBGC currently carries over 3,500 
pension plans under its protection, which has given thousands of workers some 
measure of retirement security when their employer is no longer able to 
provide for their pension. However, the PBGC guaranteed benefits are often 
less than what the retirees expected to receive from their employer. 

> As of September 2004, terminations by the steel and airline industries have 
accounted for over 67 percent of PBGC’s claims. United’s move to transfer its 
pensions to the PBGC is expected to prompt similar actions by other legacy air 
carriers, which are stru^ling to stay viable because of high costs, competition 
from airlines without substantial pension obligations and rising fuel costs. The 
PBGC is currently running a |23 billion deficit, with a potential exposure of 
billions more if other legacy airlines move to terminate their plans. 

> A combination of factors contributed to the under- funding in defined benefit 
pension programs, including the dramatic slide in the stock market, low interest 
rates, and the steady decline of 30-year Treasury bond rates. However, a closer 
examination of the PBGC’s current funding rules, which has allowed for the 
masking of the airlines’ true pension deficiencies, is necessary. 

> Under the PBGC rules, companies with under-funded pension plans were 
required to make additional contributions, the so-called “deficit reduction 
contributions (DRC).” In 2004, we provided relief for the airline and steel 
industries from having to make the full DRC payments so that these industries 
would have the ability to recover from financial distress. However, as we have 
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seen with US Airways and United Airlines, that relief came a little too late to 
save their workers’ pension plans. 

> With continued pressure on the legacy airlines from low cost competition, hig h 
fuel costs and the end of the two-year moratorium on DRC pension 
contributions, we are coming dangerously close to seeing more bankruptcies in 
this industry, with the potential for further termination of worker’s pension 
plans. I look forward to hearing from Air Line Pilots Association as well as the 
Association of Flight Attendants on the impact of the plan terminations at US 
Airways and United on there respective members, and their thoughts on 
moving ahead to protect remaimng airline worker’s pension benefits. 

^ There are also several bills that are currendy under consideration this Congress 
to help prevent the further shedding of pension plans, not only by the airline 
industry, but by other industries as well. I am interested in the witnesses’ views 
of these various bills and how they might aid in ensuring the continued viability 
of existing pension plans. 

> Mr. Chairman, this hearing presents good opportunity to begin the discussion 
of how to provide employees retirement security, how to avoid future pension 
crises, and how to ensure the continued solvency of the PBGC. I look forward 
to the witness’ testimony. 
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Thank you, Mr. Chairman, for the invitation to testify today on the current serious 
pension crisis. I appreciate having the opportunity to share our views with the committee 
on this issue, an issue that has such a profound impact on hundreds of thousands of 
working women and men in the aviation industry. The pension crisis is especially 
important to the women and men who serve as flight attendants. 

My name is Patricia Friend and I am the International President of the Association of 
Flight Attendants-CWA, AFL-CIO. AFA represents 46,000 active flight attendants at 24 
airlines. Our active and retired flight attendants at United Airlines - numbering 
approximately 28,000 - are currently the only flight attendants at a major airline 
represented by AFA with a defined benefit pension plan. Let me repeat that only one. 
United Airlines, has the vestiges of a defined benefit plan. 

As you all know, that changed early last month when a bankruptcy court judge ruled, at 
the request of United Airlines management, to approve an agreement between United and 
the Pension Benefit Guarantee Corporation under which the agency is expected to 
terminate our pension plan. We were shocked and outraged by this decision after the 
earlier announcement by the PBGC that our plan “can and should be maintained” as 
United emerges from bankruptcy. Instead of defending and preserving our pension plan, 
they announced in bankruptcy court that they intended to take over the flight attendant 
pension plan. 

What changed? Why did the agency reverse course and abandon the flight attendant 
pension plan? There can be only one explanation: United agreed to pay the agency 1 .5 
billion dollars to settle its bankruptcy claim. That is not an outcome that this Congress 
ever envisioned when it enacted ERISA. That is an abuse that leaves thousands of flight 
attendants with only a fraction of the retirement they have earned. 

We remain resolute in our determination to save our pension plan at United. For me, as a 
United flight attendant, and our members at United, both active and retired, this 
especially hits home. 
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Over the past several weeks and here today, we have heard some thoughtful and well- 
informed testimony today on the financial status of pension plans in the airline industry 
and the long-term viability of those plans. We have also heard about the financial 
ramifications of the United pension terminations - and potentially other pension 
terminations - on the financial health of the PBGC. Already over 20 billion dollars in 
debt, the PBGC will absorb as much as 9 billion dollars in additional debt from United’s 
plans, and untold billions more as other airlines and other companies follow United’s 
lead. 

I would like to take a few moments to remind everyone here today that this issue has a 
human dimension, which so often gets overlooked in the important discussion of 
financial facts and figures. There are real people who are suffering or will suffer due to 
the profound reduction of promised retirement benefits. Many of our members are now 
looking at the possibility of working many years longer than they had intended. For those 
recently retired, many are now trying to determine how they can pay for the basic 
necessities of life. These are not careless people who failed to plan for their retirement. 
They did everything right - they worked hard, saved as much as they could, invested 
when possible. Their only mistake was one of trust: they trusted the retirement promises 
United made for decades. 

United’s decision, blessed by the bankruptcy court, to turn our pensions over to the 
PBGC means that over two thirds of United flight attendants will loose over one-half of 
their promised pension benefit. These same employees have made repeated financial 
concessions over the past several years to keep our airlines alive and profitable. Now they 
are trying hard just to survive and to provide for themselves and their families with a 
greatly reduced income. With the elimination of much of their guaranteed retirement 
income the burden is now even greater on them to save more for retirement. But, of 
course, saving more is nearly impossible because of the drastic reductions in salaries they 
have already been forced to agree to just to keep the airline flying. 
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For many, putting food on the table or setting aside money for retirement is a monthly 
decision. As one of our members recently stated, “The possible loss of hundreds of 
dollars a month in old age changes a dignified retirement into a subsistence-level 
retirement.” Or, for another two of our members, a married couple that have together 
over 70 years of loyal service to the company, who had hoped to retire in seven years, 
find they now must work for at least an additional 15 years. For individuals who have had 
to work many years to finally make over $40,000 a year, a cut of hundreds of dollars and 
in some cases thousands of dollars a month is a severe blow. For some it means a rent 
payment will be missed, or a car payment, or that prescriptions will go unfilled. For 
others it means they must now re-enter the job market with skills that are no longer in 
demand. 

I have had some Members of Congress ask me why we are fighting so hard to save our 
pensions. They say that United will not emerge from bankruptcy unless they terminate 
the pensions they promised to us and that we have earned over years of hard work and 
sacrifice. They’ve asked if we really think that liquidation of our company would be 
better for us in the long run. They have implied that we, as the obstinate labor imion, by 
requesting that our pensions be saved, are only going to cause the eventual failure and 
liquidation of our employer. Let me remind the members of this Committee, that we, the 
employees that have given decades of our lives to this company, have much more at stake 
in seeing it survive than do most members of upper level management. They have come 
in to run the company for a few years and then leave and go to another industry. Or, in 
the case of United’s Chief Executive Officer, Glenn Tilton, leave the company at any 
time and still collect his bankruptcy-court-protected $4.5 million pension plan, all while 
remaining the most highly compensated CEO in the industry even though he is at the 
helm of a carrier in bankruptcy. Where is the shared sacrifice in that equation? 

As I stated, we have made hundreds and hundreds of millions of dollars in concessions to 
United management - and at other airlines - to see our carriers survive. We have borne 
the brunt of the bad business decisions made repeatedly by management at the airlines. 

We have reluctantly, but willingly, made those sacrifices at the bargaining table. Now, all 
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we are fighting for at United is the one thing that we have worked so hard for over the 
years as a labor union - a guaranteed retirement income in return for years of dedicated 
service to the company. 

Those most responsible for putting United and other airlines in the precarious financial 
situation they are in are refusing to make the management level cuts they promised. Or 
in the case of US Airways, where our members lost their pensions earlier this year, they 
are instituting management retention bonuses. 

Again, I ask, where is the shared sacrifice? Why are those most at fault in driving our 
carriers into bankruptcy or near bankruptcy - management making bad business 
decisions based on bad business models - why are they the only ones not sharing in this 
sacrifice? They continue to line their pockets while we stand accused of wanting to see 
our lifelong employers go out of business, leaving us unemployed and with very few 
opportunities for new careers in the profession and industry we love. Unlike others, we 
cannot move from the oil industry to the airline industry to some other industry with a 
golden parachute to help us on our way. 

When one of our members asked Glenn Tilton why he thought it was appropriate to keep 
his 4.5 million dollar pension when we were being asked to give up ours, he said simply: 
“it’s part of my contract.” Well, excuse me for thinking that remark a little arrogant, but 
you should know - and Mr. Tilton should know - my pension is part of my contract too. 

BACKGROUND AND TIMELINE OF PENSION TERMINATION 


Let me give you some background on the path we have taken over the past several 
months that have led up to this point. On January 8*, 2005, AFA and United reached a 
tentative agreement, providing the company with $130 million in additional annual 
savings between 2005 and 2010 (“2005-2010 Agreement”). In a side letter to the 2005- 
2010 Agreement, AFA and United agreed to “continue to meet and confer regarding the 
Defined Benefit Plan.” That letter further provided that, if the parties were unable to 
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reach agreement on the pension issue by April 1 1, United would re-file its Section 
1 1 13(c) motion specifically in regard to the pension issue. 

On January 31, United flight attendants ratified the 2005-1010 Agreement by a margin of 
56% to 44%. Over 70% of eligible flight attendants participated in the ratification vote, 
the highest turnout for any vote conducted by the Union in the course of United 
bankruptcy. The same day, immediately after the ratification vote was announced, the 
Bankruptcy Court approved the 2005-1010 Agreement. 

In late January, even before the 2005-1010 Agreement was ratified, AFA initiated 
discussions with the PBGC, seeing to enlist the agency in its effort to find alternative 
funding for the flight attendant pension plan and avoid termination. PBGC has 
consistently maintained that the flight attendant plan was “affordable” and could be 
“retained in a successful reorganization.” According to the PBGC’s expert, Michael 
Kramer, “[u]nder the Gershwin 5. OF projections, the Company has sufficient liquidity 
and free cash flow to support at least one of the pension Plans currently in place, namely 
the Fjlight] Ajttendant] plan, even without application for any waivers.” At a January 27, 
2005 meeting with AFA, the PBGC indicated that it was willing to explore a wide range 
of options to plan termination. 

At the same time, AFA attempted, largely in vain to engage the Company in negotiations 
over alternatives to plan termination. As the company itself recognized, the purpose of 
the three-month hiatus from litigation was to negotiate over “termination alternatives.” 
Indeed, the Company told AFA that it “remainjed] willing to consider any termination 
alternatives.” Despite its professed openness to consider termination alternatives, United 
Airlines management demonstrated very little real willingness to engage in meaningful 
negotiations with the AFA about saving the flight attendant plan. 

The PBGC, on the other hand, throughout this period, encouraged AFA’s efforts to find 
alternative funding. During February and March, AFA regularly consulted with the 
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PBGC, as we developed a proposal that identified sufficient alternative funding to save 
our pension plan. 

AFA outlined its proposal in a March 30 letter to Bradley Belt, the Executive Director of 
the PBGC. The proposal stated that “AFA is willing to contribute, or cause to be 
contributed to the Plan. . .a portion of the amounts necessary to fund the unfounded 
pension benefit obligation.” The proposal in summary included: 

The value of UAL Common Stock to be received in bankruptcy based 
upon (1) AFA’s unsecured claim arising from prior wage reductions, and 
(2) the estimated amount of the PBGC funding obligation if the Plan were 
terminated. 

The value of UAL’s proposed payments to a Flight Attendant Defined 
Contribution Plan. 

Note of like tenor to the note received by the United Air Line Pilots 
Association from UAL in consideration for termination of the pilots’ 

Defined Benefit Plan. 

PBGC contribution, either through a cash contribution, loan guarantee, 
pension bond or other acceptable consideration. 

In his April 4 reply, Belt characterized AFA’s proposal as “constructive” and reiterated 
the agency’s position “that the AFA plan can and should be maintained by the company 
upon emergence from Chapter 1 1 .” Mr. Belt added that; “Based upon available 
information, we continue to believe that the interests of participants and the pension 
insurance program would best be served by the continuance of the AFA plan.” In 
closing, he encouraged further work between the agency and AFA to resolve the pension 
funding issue. 
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On April 1 1, United re-filed its Section 1113 motion, seeking authority to reject the 
collective bargaining agreements’ contractual bar to a distress termination. 

On April 14, PBGC filed an emergency motion to postpone consideration of United’s 
motion for distress terminations of its defined benefit plans, calling United’s motion 
“premature” and arguing that United Airlines had failed to show that the plans were not 
salvageable. The PBGC explained that, imtil United 

“provides an updated business plan. . .and file[s] its plan of 
reorganization. . .PBGC cannot even determine its position on whether 
United can afford to maintain the Pension Plans coming out of 
bankruptcy.” On April 15, PBGC served written discovery on Untied 
requesting “[a]ll documents relating to the affordability of the Flight 
Attendant Plan.” 

Then, on April 22, United announced that it had reached an agreement with the PBGC, 
which would result in the termination of all four defined benefit plans. Pursuant to the 
Agreement, United is to provide three tranches of securities with a total value of $1.5 
billion, ($500 million of which is contingent on certain conditions subsequent), to the 
PBGC in exchange for the PBGC terminating the four pension plans and settling certain 
other claims. By the terms of the Agreement, the PBGC agrees that “[a]s soon as 
practicable after the date that the Bankruptcy Court enters an order approving the 
Agreement. . .PBGC staff will initiate termination under 29 U.S.C. sect. 1342 of the Flight 
Attendant and MA&PC Plans.” The agreement also provides that “United shall not 
establish any new ERISA-qualified defined benefit plans for a period of five years after 
the Exit Date.” 

The immediate consequence of the agreement approved by the Bankruptcy Court is that it 
would do away with the “need” for further Section 1113 negotiations and the hearing 
under Section 1113 and ERISA Section 4041. As the company says in its Motion, “[i]f 
United did not enter into the Agreement, it would have to run the risks associated with 
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litigating a sharply contested ERISA Section 4041 sponsor-initiated distress termination 
of all four Pension Plans, together with the Section 1 1 13(c) trial.” 

Further the public statements of the Company and the PBGC heralding the apeement 
leave no doubt that both parties entered in to the apeement folly intending and expecting 
that, pending Court approval, the apeement would result in termination. In the PBGC’s 
April 22 press release. Executive Director Belt hailed the “reaching [of] a settlement,” 
“[ujnder the terms [of which] . . . ,” according to the press release, “the PBGC would 
terminate and become the trastee of the company’s four pension plans.” Likewise, the 
company atmounced on April 22 that “the company and the [PBGC} have reached an 
apeement for the agency to terminate all of United defined benefit pension plans.” 


Our concerns with United’s termination of the flight attendant pension plan and the 
PBGC’s decision to not challenge the termination are numerous. However, simply put, 
we do not believe that termination of the pension is necessary for the survival of United 
airlines. As I have outlined in the backpound above, we have tried repeatedly to 
negotiate with the company on other alternatives to save our defined benefit pension plan 
or to explore means to preserve the plan. In fact, we are the only work poup that even 
offered to pay for part of the plan ourselves. However, each and every time United has 
told us that there is no option available other than termination. They have refused to look 
at the pension plans individually, but rather, prefer to lump them all together. We believe 
that each plan should be judged on its own viability - both ERISA and the bankruptcy 
code envision such an evaluation. However, the deal struck between United and the 
PBGC pre-empted just such a review. 

We were completely blindsided by the PBGC’s decision, after accepting 1.5 billion 
dollars from United, to allow termination of our plan. This was especially troubling in 
light of the fact that on April 4*, the PBGC, in a letter to AFA’s actuaries, which I 
highlighted above, stated that the PBGC believed that, and I quote again, “. . .the AFA 
plan can and should be maintained by the company upon emergence from Chapter 11. 
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Based upon available information, we continue to believe that the interests of the 
participants and the pension insurance program would best be served by the continuance 
of the AFA plan,” 

Why did the PBGC change its position so shortly after that letter? That is a question for 
which no one has an adequate answer. In fact, in a USA Today article from mid-May, a 
spokesperson for the PBGC stated that the PBGC still believed that it would be best for 
the flight attendants and the government if United did not terminate the plan. The 
spokesperson went on to reiterate that they believed that United would eventually 
convince the bankruptcy court judge to allow for termination over the agency’s 
objections. Does this not go counter to the provisions of ERISA, when creating the 
PBGC outlined that the number one purpose of the PBGC was “to encourage the 
continuation and maintenance of volimtary private pension plans for the benefit of their 
participants?” Let me point out that it states “for the benefit of their participants” not “for 
the benefit of the corporation.” 

By accepting a 1 .5 billion dollar payment and then standing silently by, I believe that the 
PBGC failed in its number one purpose of encouraging the continuation and maintenance 
of voluntary private pension plans for the benefit of their participants. The PBGC simply 
turned its back on its legal obligations and obligation to the participants of United’s 
pension plans. This Congress should have been outraged by the action of the PBGC. 
Instead, the overwhelming majority of Congress, both Republicans and Democrats, has 
acted like the PBGC and, to date, stood silently by while hundreds of thousands of United 
employees and retirees see their pensions decimated. 

If United management is successful in their efforts to terminate our pension plans, no one 
should be under any illusion: all the other legacy carriers will attempt to dump their 
pension plans as well. With an already huge deficit of $23 billion in unfunded liabilities, 
the PBGC will simply find itself deeper and deeper in debt. If you, the distinguished 
members of this Committee, and United States Representatives allow for this to go 
forward, you are simply creating the possibility of a massive taxpayer bailout of the 
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PBGC at a time when the federal government can least afford such an expense. That 
responsibility is in your hands. 

As I stated at the beginning of my testimony, our members at United are the only 
remaining group at a major airline represented by AFA with a defined benefit pension 
plan. There has been much discussion today about how we can achieve a long-term fix to 
the pension crisis rocking the airline industry. There have been some reasonable 
proposals brought forward which deserve some serious debate and possible enactment 
into law. Ideas such as extending the amortization period for payments and allowing 
companies to pay in more during economically profitable years, among other suggestions 
that have been brought forward are all possibilities that deserve serious debate and may 
help solve the long term funding problems for pensions. 

However, if something is not done immediately to stop the termination of United’s 
pension plans, AFA cannot be a part of those long-term fix discussions. If nothing is 
done now, we will no longer represent any workers with a defined benefit pension plan. 
That is why I strongly urge each and every member of this Committee to cosponsor H.R. 
2327, the Stop Terminating Our Pensions Act, or STOP Act. This legislation, versions of 
which have been introduced in both the House and Senate, would only cover those plans 
whose plan sponsors are in bankruptcy reorganization currently, and whose unfunded 
liability on a termination basis is $1 billion or more. All four union employee pension 
plans at United are covered by these caveats. 

The bill would put in place a moratorium for any termination of covered plans initiated 
by the PBGC under ERISA 4042. It does not affect terminations under ERISA 4041 . 

The essential difference between these sections is whether workers have a say in the 
process. Under 4041, a termination is voluntary and allowed only after the employer has 
fully bargained with the unions in good faith. Under 4042, the PBGC may ignore the 
collective bargaining process and terminate plans on its own. In the United case, the 
PBGC has struck a deal with the employer to terminate the plans without regard to the 
collective bargaining process. 
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The length of the moratorium is six months. This would allow Congress the valuable 
time needed to explore further solutions to the crisis at United. It allows time for the 
employer and the unions to honor the collective bargaining process and seek out 
alternative solutions to plan termination. 

Passage of this legislation is needed immediately for us to return to the bargaining table 
with United Airlines in order to find an internal solution to this problem. We strongly 
believe that the flight attendant pension plan can be saved and is viable, as the PBGC 
itself recently stated. We simply want every available opportunity to find a consensus 
with the company. This six-month moratorium would give you, the distinguished 
members of the Committee and the rest of your House colleagues, the time to debate and 
consider the various proposals to strengthen and protect defined benefit pension plans in 
this country. You can help prevent hundreds of thousands of other workers from loosing 
their pensions and ten of billions of dollars being dumped on the taxpayers by allowing 
this moratorium to pass. 

Please give us the time we need to try and save our pensions. I urge the House of 
Representatives to consider and pass H.R. 2327, the STOP Act as quickly as possible. If 
you do not, then you have turned your backs on the over 120,000 United employees who 
are now facing a bleak and uncertain retirement future. 

I would in closing, like to leave you with just some of the testimony of the approximately 
2,000 United employees that submitted their comments and personal stories to 
Representative George Miller’s first ever online hearing on this issue, held by the 
Democrats of the House Education and Workforce Committee. I hope that as you read 
these personal stories that you will remember that this pension crisis has a profound 
human impact. 

Dear Congressman Miller, 

My name is Kathy Charron and I'm a retired F/A from UAL. I was injured on die airplane in April of 1999. 
After numerous and various types of therapy, I realized I probably wouldn't be able to return to flying and 
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took the June 30, 2003 retirement with 2,500 of my flying partners to preserve my medical coverage. Three 
months later ray husband was diagnosed with lung cancer. He passed away on March 16th of this year. 
While he was ill, he collected disability and Social Security. Now that's he's gone, the only income I have is 
my tiny pension of $1,400 a month, after 33 years of good, loyal service to my passengers and UAL. Even 
with medical insurance. I'm buried in medical bills fiom my husband's illness and now my doctor is talking 
surgery for my work related illness. I thought I had figured out how to make ends meet with my pension 
intact. Now, I don't know what I'm going to do. I can't return to flying, which I started doing 
when I was barely 20 yrs old. Any suggestion Mr. Tilton? 

Sincerely, 

Kathy Charron 
San Leandro, CA 

Dear Congressman Miller, 

I retired from United Airlines with 30 years of service when they entered Chapter 1 1 . 1 did this because I 
thought it would save my hard-earned pension benefits. I have made some significant life changes over the 
past few years to position my family and myself to be able to live on my pension plus my new employment. 
We moved to Florida, downsized, and paid our bills. My pension is $1,800 a month and it could be reduced 
by the PBGC to $800 a month, and I will not be able to make ends meet even in our modest lifestyle. 

I can well remember as a young "stewardess" how rewarding it was to have pension guarantees added to 
out benefits. We were finally being acknowledged as wage earners and contributing to 
the long-term economic health of the corporation. In my 30-yeat airline career, I have watched America get 
richer and American workers get poorer, we must do something to stop this greed by the corporations and 
this precedent-setting decision to renege on their conmiitment to their retirees. 

Thank you for taking a stand on this cracial issue. 

Sincerely, 

Judy Kersoh 
Punta Gorda, Florida 

Dear Congressman Miller, 

I am asking you to please not allow UAL to jeopardize our pensions. 1 have worked for United for 26 years. 
I am 50 now. I do not have the time to make up what I will lose if the pensions are passed to the PBGC. I 
have a disabled husband and three children, ages 19,17 and 15,1 have worked long and hard to earn my 
promised pension. 1 am based in Denver, and have been for most of my career. Before United is allowed to 
unload out pensions, the executives who have run our airline into the ground should have to give up their 
promised pensions and executive bonuses. We have sacrificed wages, work rules, and more recently, for 
some, our lives for this company and were promised something in return. It is deplorable that such greed 
among our CEOs is allowed to run rampant. This should not be allowed to happen. No other industry 
rewards its leaders for mismanagement and poor business performance. Please do not allow this to happen. 
My life and the future of my family depend on out representative's actions. Thank you. 

Sincerely, 

Elizabeth Kelly 
Golden, Colorado 


Dear Congressman Miller, 

I worked for UAL 3 1 years and in December 2002, 1 realized I had to retire if I wanted to save my pension 
and medical benefits. I decided to retire in March 2003 and in doing so 1 was penalized 21% for retiring 
before 60 years old. My husband was diagnosed with cancer Match 1, 2004 and he died December 12, 
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2004, My house is up for sale because I cannot afford it anymore. My husband’s illness devastated us 
financially. If my pension is reduced any more I will not be able to afford a small apartment. I am hoping 
Congressman Miller that you will be able to help us protect what little pension I have thank you . 

Sincerely, 

Cheryl Lane 
Darien, Connecticut 

Dear Congressman Miller, 

My name is Sharon Anthony, and I live in Carlsbad, Ca. I retired three years ago from UAL with 39 years 
and 9 months seniority. I was based out of LAX. The potential termination of my pension would greatly 
impact the security of my life. I am a single parent, with a mentally challenged son. Any reduction in my 
pension may mean that I would have to sell my home, and uproot son and myself. 

Sincerely, 

Sharon Anthony 
Carlsbad, CA 

Dear Congressman Miller, 

My name is Petmy Brill. I have been a United (light attendant since 4/4/77, and I am based in Los Angeles. 
With 28 years seniority and having been an employee eligible for the defined pension plan, I now stand to 
receive 52% of the benefit to be paid to a flight attendant that retires at 50 years old. (The PBGC lists that 
amount at approximately $1,340 per month, so I am eligible to receive $670.) Employees many years junior 
to me, who have contributed much less, but who are older will receive more than one thousand dollars 
more a month than me, simply because of their age. With our retirement fund only 33% underfunded, it is a 
puzzle to us who would like to preserve it, why United can’t place the money with other institutions and 
then fund it when they become profitable again. It is curious that there is a bill to make individuals who are 
filing for bankruptcy accoimtable, and yet a large corporation that gives bonuses to senior management and 
officers, and protects the pension of it's newest CEO (4.5 million dollars), is able to walk away completely 
from a responsibility it has to over 120,000 current and retired employees. It also does not square with this 
Administration, who would like to privatize social security, to have a govermnent formed agency to deal 
with the monies that employees have aheady worked for with the promise that they would be there for us to 
receive. Under the PBGC’s table, I would have to fly for United for another 10 years, until I am 60, just to 
receive 100% of the benefit paid to a 50 year old! We have taken over a 20% pay decrease and are now 
flying 20% more to make the same amount of money. Where will we get the extra money we need to start 
preparing for a new retirement benefit in the form of a "defined contribution’’ plan? And how much can you 
possibly save when you only have 10-15 years more to work and a salary tiiat has been lowered to 1991 
levels? 

My husband has always been self-employed and my retirement was "our retirement." This is unfair and 
unjust. United also disenfranchised thousands of us when they arbitrarily changed the early retirement age 
from what it had always been at 50 years old, to 55 years old in May of 2003, The federal goverrunent 
would not give us federal backing for a loan guarantee of 550 million dollars back in 2003 and now they 
are prepared to let the PBGC take over the responsibility of a pension plan that will cost 9.8 billion dollars 
to execute! Why? 

The PBGC stated that it must consider each plan on an individual basis. The flight attendant group 
constitutes less than 7% of the total operating cost of United Airlines. It is not our pension plan that is 
preventing us from exiting from bankruptcy. Please stop this maneuvering to prevent us our earned benefit. 
Thank you! 

Sincerely, 

Penny Brill 

San Pedro, California 90731 
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Dear Congressman Miller, 

The deal made between United Airlines and the PBGC will leave me with little hope of ever retiring. The 
loss to my family and me will be approximately 50% of my income. It seems that many people are unaware 
of the effect, in conjunction with the enormous cuts to UAL employees’ pay and benefits, this will have on 
my ability to contribute to my retirement in the future. It's not enough that we have made sacrifices along 
the way in lieu of pension promises, or that we have taken heavy pay cuts in bankruptcy while UAL 
management has guaranteed their own pensions with our pay cuts and concessions. But now I, as a 
taxpayer, have to pay for the shortfall of funds. And it seems there is no end in sight, for the likelihood of 
other corporations doing the same thing is imminent. Many people's lives will be devastated. Please Help! 

Sincerely, 

Esther Zavala 
Dallas, Texas 

Dear Congressman Miller, 

When I began my flying career 23 years ago, it was because I had a true fascination with flying. 1 have 
always been a day late and a dollar short, when it came to timing in my life. I started a career as a Flight 
Attendant - a B-scale career that is - with half wages for my first five full years. It was at this time that all I 
could do was get by with the help of my parents and three fellow Flight Attendants sharing a one-bedroom 
apartment in Chicago. See, United Airlines management had just introduced a two-tier pay scale and I was 
once again a day late. So, I muddled through those five years believing things would only get better. Once I 
merged with the normal pay scale in my 6th year, it was then and only then that I was able to start saving a 
small amount into a 401k; with zero match from my employer. Most of my deductions went toward United 
Stock which later proved to be a very costly mistake. 

Then, with the swipe of a bankraptcy pen I lost 90% of my 401k, but yet UAL executive had enough time 
to unload their precious UAL stock before the employees had a chance to realize what was happening. My 
401K was now only worth $4,600 after 14 years of saving. 

Well at least I have my pension, or so I thought. My $2,100 dollars a month I was to scheduled receive at 
age 62 could be reduced to a payment of $61 1 a month with the PBGC. As UAL Management walks freely 
with their salaries and pensions in tact, I walk around imprisoned by a management whose philosophy has 
always been let the beatings continue until morale improves. 

My life has been tamed upside down and I am in a state of shock I am cunently on blood pressure 
medication and sedatives to get me through my days and nights while I figure out how a 43 year old man 
starts a new career and tries to cope with rising inflation while my salary takes drastic cuts. 

Sincerely, 

David Fournier 
Biddeford ME 

Dear Congressman Miller, 

I am a 26 year Flight Attendant at United who is just returning from a 4.5 year absence. My wife Toni was 
also a Flight Attendant, joining UAL in 78. Sadly, she passed away this past November from ALS, better 
known as Lou Gehrig's disease. It is important that you know that I did not earn a penny for all the years I 
spent caring for my wife, which I was privileged to do. Aside from my pension, my social security has 
suffered as well. As I was focusing on my wife's care, 1 was comforted to know that my pension was at 
least going to be there when I returned. 
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The current situation is an outrage. In addition, there is the possibility that the pension that my wife worked 
so hard for might now be denied to me as well if United is allowed to get away with this thievery. Taking 
away the pension of my beloved wife is totally unacceptable. Do not let this happen! If you would like to 
read more about Toni, please visit www.wingsoverwallstreet.org. 

Please Congressman, won't you help me and all the hardworking employees of United? 

Sincerely, 

Warren Schiffer 

Long Beach, New York 11561 

Dear Congressman Miller, 

As a 27-year veteran of United Airlines, I thought that I had my fixture secure. I am a 5 1 -year-old single 
female, living in Ruidoso, NM and based in Hong Kong. In nine more years, at our minimum retirement 
age of 60, 1 had planned to retire. To be financially ready, I had purchased my dream home and I had saved 
and planned carefully to have it paid off by the time I retired. After dedicating 36 years as a loyal employee 
to United, my golden years would be set. Now that United has been allowed to default my pension to the 
PBCG it seems that I stand to lose 47% of my retirement. 

I can no longer afford to live in my dream home after I retire. Even with my mortgage paid off, I will have 
to sell. In fact, I will not be able to live on my retirement. At age 60, 1 will be forced to get another job for 
the rest of my life just to have a roof over my head and to eat. This is not the dream that I had plaimed and 
worked so hard to achieve. Please help to put a stop to this corporate greed. 

Sincerely, 

Cheri Breeding 
Ruidoso, New Mexico 

Dear Congressman Miller, 

I would like to take just a moment of your time to address the potential termination of my retirement plan 
with United Airlines and to tell you a little bit about myself. As you know, this comes at a time when 
revisions to the overall Social Security system are being considered. I am a United Airlines Purser/Flight 
Attendant and a college graduate who by choice has pursued a career making a salary less than that of my 
colleagues. I have always lived below my means, and never planned to rely solely on my SS benefits. 

Since my 401k’s inception 1 have invested in 100% in the company’s stock fimd; not brilliant, I agree. I 
am single with high medical bills to boot. I just wanted to express how sometimes even with the best 
intentions of being a responsible investor for my future the termination of United Airlines pension plan will 
no doubt have a huge detrimental impact on my future. I thank you for your time and consideration. 

Sincerely, 

Barbara Allen 
Pompano Beach, Florida 

Dear Congressman Miller, 

I have worked for United Airlines and Pan Am for 16 years, which is most of my adult working life. I have 
worked very hard and I feel I have earned a decent pension. I have forgone many other opportunities 
because I felt that, at United Airlines, I was working towards a secure future for myself. 
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Now I find myself, at age 45, after devoting most of my best earning years to United, that I will receive a 
reduced pension. In order to be able to provide for myself in my retirement, I will have to change careers as 
United is taking everything from me. 

Yes, I have saved. 1 have a401(k) and a Roth IRA. But that will not be enough and this pension is 
something that I have earned - it is not charity. I feel I am being robbed, after so many years of hard work. 
Where is the American Dream? 1 was raised to believe that this was the land of opportunity, that if I 
worked hard I would get ahead. It seems this is no longer true, and that is the hardest thing for me to accept. 

Sincerely, 

Judith Cuneo 

Dear Congressman Miller, 

Thank you so much for taking an interest in the pension situation at United Airlines and doing your job as a 
Representative of the people to seek an alternative through HR2327. It is reprehensible that UAL 
management can finagle a deal with our current Administration to foster their own financial interests at the 
expense of thousands of loyal, hard working employees. We have kept faith in our company's management 
for too long. Ever the optimistic, busting and proud workforce, we are now faced with financial min. 

1 have been a UAL Flight Attendant for over 20 years, based in Seattle, living in Olympia, WA. I now look 
at starting over in a new career or hanging on at UAL for undoubtedly more abuse and a meager $480/mo. 
retirement if the PBGC takes over. Yes, I have children. Yes, I have financial responsibilities, as does 
everyone. I haven’t worked for UAL to become rich, as it seems our shameless parade of business 
managers have done. My pursuit of the American Dream has become merely finding a way to survive this 
American Nightmare. 

All the employees of UAL have made extteme sacrifices in hopes that our company will regain solvency. 
But to what end? The actions of out management are certainly unethical, uncaring, and greed-driven. In my 
opinion they should also be criminal. Something must be done to stop these self-serving corporate ralers 
and politicians from continuing to scam decent American workers. I am ashamed by the disgraceful 
behavior of our elected officials and all of corporate America, who think they can abuse others to make 
themselves wealthier, eventually eliminating the middle class of our society. What morals do they have? 

Do they think we aren't noticing? Can they get away with this? Something must be done. 

Sincerely, 

Rita Sammons 
Olympia, Washington 


Dear Congressman Miller, 

I worked for United Airlines for twenty-four years and five months. I retired knowing I'd get the pension I 
deserved. I'm now 57 years old and live in New York City. The monies promised to me were to go towards 
paying my monthly maintenance on my coop apartment. Without ray full pension ($ 1,200/mo.), I shall be 
forced to sell my studio apartment and move out of the city. 

Had I known that ray pension would be cut I wouldn't have retired in spite of the worsening labor relations 
at United. Please assist me in holding United to the responsibility to pay out my full pension. The level of 
corporate greed in our country is regrettable. 

I'm lucky because I can always sell my aparbnent and leave the city. But that is not what I want to do. I 
want to live in this great city for the rest of my life. I planned on it. Now, it looks as if I made a huge 
mistake in counting on my hard-earned pension. Your assistance in this urgent matter is greatly 
appreciated. 


17 



Sincerely, 

James O'Connor 
New York, New York 
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Sear Congressman Miller, 

I am a retired United flight attendant, living on my United pension payment and one from Pan American 
World Airways, through the PBGC. They total approximately $1,170 per month. I worked for Pan Am for 
16 years, and for United for 17.0bviously, if my United pension check were to be reduced, I would be 
severely impacted. I live with my elderly parents at this time, and the only thing that will allow me to live 
the rest of my life above the poverty level is the inheritance I will get from them. We live in San Diego CA, 
and I do not expect to be able to afford to live here after they are gone. If my pension is cut, I don’t see how 
I could afford to live anywhere else either. That's pretty horrible to have to say after serving a career of 33 
years. 

Sincerely, 

Helen Dowdy 
La Mesa, California 


Sear Congressman Miller, 

I would like to thank you for recognizing the unfair & demoralizing atmosphere at United Airlines and for 
helping us hold on to what has been promised to us. 1 started my career as a 

flight attendant in 1967 flying out of DCA and retired 34.5 yrs. later in 2002 from orrr Chicago domicile. 1 
loved my job, but had to retire since I could not return to work from a medical leave 
of absence. It was devastating, but I did have the guaranty of a srrrall perrsion along with medical benefits. 
My husband works for our local park district and my pension has helped with expenses. 

We have been blessed to adopt 2 httle girls, ages 5 & 8. The knowledge that they would have medical 
benefits till age 21 has always been in the back of my mind. The thought of trying to pay 
medical premiums on a drastically reduced pension is frightening. The thought of no insurance keeps me 
awake at night. 1 am not certain anyone wotild ittsme me with my medical conditions, and I am unable to 
find a job. I did everything the way 1 was supposed to. fitlly expecting my retirement & benefits to be 
intact. I am so angry to think that management has no concern for our situation or us as people. Their words 
are so cheap and empty. They did not build this airline, nor have they continued to build it. They have only 
plundered this magnificent airline and degraded her employees while taking huge salaries and perks for 
themselves. This is the most rmjust & urrsettling situation & has caused so many trairmas in all of our lives. 

Thank you again for hearing my story. 

Sincerely, 

Anita Jalbert 
Belvidere, Illinois 


Dear Congressman Miller, 

I retired in June 2003 because United Airlines was in bankruptcy and my flying career had changed 
drastically, commuting from Dallas to ORD where I was based. I have and did at the time have 3 teenagers 
to put through college. I was told my medical insurance would cost me $53. 00/mo. which since has been 
doubled. Additionally, I was told that I would receive a pension check at so much per month, if I were to 
retire at that time (age 5 1 ). I did the figures and found that it would be worth the cut if I were home with 
my children. Right after I retired, my husband lost his tech job and he was without work for quite some 
time. We are still straggling to pay back what we owe from 2003. UAL’s word was solid that if we retired 
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we would be assured a pension and medical! I would have stayed longer with UAL if I know they would 
take away what was earned and promised for more than 27 years! 

Sincerely, 

Jean Ryan 

Dear Congressman Miller, 

After 34 years as a SFO-based United Airlines flight attendant, I was told in 2003 that if I felt I could not 
work until age 65/Medicare, then I should retire before the July 1st deadline. United said I would most 
likely not be able to afford the projected rise in health insurance rates they intended to impose. But they 
would not make changes in retiree rates. They lied. 

When I considered my chronic respiratory problems (visualize debilitating nosebleeds at the end of most 
flights) paired with knee problems (34 years of deep knee-bends into food carts), I realized I could not hope 
to work to age 65 and would be forced to retire at age 56 even though I had a few good years still in me and 
hundreds of hours of sick leave bank. The promised health care premium only lasted a few months. 

My husband, a United mechanic for 34 years, lost at least $75,000 of his pay into the failed ESOP. We 
anticipate that, should the PBGC take over United's pensions, our household "income" will decrease $1,200 
per month, possibly more. We took less pay for 68 combined years to negotiate and secure our pension 
payments. United assured us the pension was overfunded. United would rather pay high-priced lawyers and 
use bankruptcy laws than provide financial security to the employees who earned it. I was also part of a 
discrimination lawsuit against United. The judge issued a multi-million dollar award and United has yet to 
pay a penny. 

We have just completed a (balloon) re-finance of our home in Calif. At some time 3-5 years from now, we 
will be forced to sell our home and move to an area with less expensive housing. However, we will need to 
be here as long as possible to provide on-going attention for one patent diagnosed with Alzheimer's and 
whose health care insurance is not portable. These were supposed to be years of comfort. It is difficult to 
attempt to enter the work force as you near age 60. Every day is an emotional toller coaster as we wait for 
United and the bankraptcy court to "drop the rest of the shoes". 

I feel assaulted and shell-shocked on a daily basis. 

Sincerely, 

Noreene Koan 
Belmont, California 


Dear Congressman Miller, 

I worked as a flight attendant for United Airlines for 30 years and (at age 50) was forced to make the 
painful decision to retire 10 years earlier than my plan (even though I was not financially prepared to do so) 
due to the bankruptcy of United. Those of us who made the decision to retire under the old contract did so 
in order to preserve our pensions and health care benefits, which were being threatened. Immediately after 
retirement, both were threatened again. The pension that I now have is clearly not enough to live on 
(especially in California) and I am grateful that I am still physically able to work as I am now faced with 
starting a new career at age 50. If I had known this was going to happen, I would have made many different 
life decisions over the years. I would have invested differently, I would have pursued an education to 
prepare myself for a different career path. I probably wouldn't even have chosen United to work for if I’d 
known all the benefits I was promised when hired and worked so hard for my entire life would be taken 
away right when I was finally able to collect. This is the final slap in the face after a lifetime of 
commitment and service to a company who didn’t even tell me goodbye or wish me well when I retired. My 
last trip came and went without even an acknowledgement from my supervisor. No one ever even missed 
me! 
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My heart has not only been broken by United Airlines, but also by a government whose corporate 

bankruptcy laws protect the interests of big business at the expense of working class 

American citizens whose consumer spending supports these big corporations. I am disillusioned and feel 

heaviness in my heart when I think about the retirees who are older than me, who 

are aged and in poor health and have no recourse of going back to work when their incomes are taken 

away. Not only are their pensions being threatened, but the government is threatening 

their Social Security as well. What will these people do? 

The long-term effects of this cause me great concern. If United Aulines gets away with this, how long will 
it be before every corporation in America follows suit? The PBGC will not be able 
to handle claims of this magnitude, so it is being set up to fail at the very goal it was set up to achieve. I 
cannot believe this is happening at a time when the largest single segment of the population (the baby 
boomers) are reaching retirement age and facing spending their senior years in poverty. This is, indeed, a 
very sad time for American working families. 

Sincerely, 

Cathy Wright 
Oxnard, California 


Dear Congressman Miller, 

When an individual has been working for, and shown dedication to a company for 27 yrs., as I have, one 
expects to receive a certain retirement To all of a sudden be hit with the realization that , in 4-6 yrs., when 
I was planning to retire (between 60-62 yrs. old), my promised amoimt will now be cut by 1/3 to 1/2, is a 
frightening possibility. At 56 yrs. of age, I am too old to embark on a new career and even setting aside as 
much extra money as I can, will never equal all that I am losing. 

How is it, that the worker bees of all these American corporations, can be asked to give, give and give some 
more and the upper management is allowed to walk off, with no reduction in pension, benefits, bonuses, 
etc.?!!? There is something wrong with the laws as they now exist, that protects the big shots, but does 
nothing to protect the people who toil and give their all, only to be left with nothing or a whole lot less. On 
behalf of all my flying partners, please help us, before it is too late! ! Many thanks for your work on our 
behalf - it is so very appreciated!! 

Sincerely, 

Use Epple 

Dear Congressman Miller, 

Thank you for allowing me and my colleagues the opportunity to tell Congress what will happen if we lose 
our pensions. In my case, as I am under fifty, I stand to lose about two-thirds of my pension payment when 
I am actoally eligible to receive it. I would have made approximately $2, 000.00/month and with a PBGC 
takeover I will make as little as $700.00/month. 

I want you to know that this pension is not an entitlement but something I have earned and paid for during 
my career at UAL. In 2003, my flying paitners and I gave up 65 million dollars per year in our contract, as 
AFA agreed to reduce the pension formula, in the hope this would allow the company to exit bankruptcy. 

So far AFA has not seen a credible plan to exit and we are concerned the direction the management is 
taking with this 

I turn 47 on May 27th and when my husband asked me what I wanted for my birthday, I looked at him and 
said, "I want my pension.” This affects him, too. This termination will affect all Americans if United is 
allowed to proceed down this course. 
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Terry Sousoures 
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Dear Congressman Miller, 

Thanlc you for listening to United Airlmes flight attendants this week. I live in Livermore, California and 
am based out of San Francisco. I have worked for United for 10 years and was 
proud to say that part of my salary included a pension. United also offers a 401k program, but never 
"matched" because they claimed to offer us a pension. Please note that my husband's company's pension 
plan was terminated last year (U.S. Foodservice). Both of us started working at companies imder the 
impression that we'd retire with a pension. 

Thank you very much for fighting to keep our pensions. You are a true politician by working for the 
people. 

Sincerely, 

Beth Rasmussen 
Livermore, California 


Dear Congressman Miller, 

My name is Lolita Coppage and I had an early retirement due to illness. As a result of flying, I developed 
vertigo. Until I am back at 75% functioning somewhat normal, 1 will be depending on 
my pension 100°A. I have 20 and one-half years of flying. I receive 980.00 per month, of which, 230.00 is 
taken out for health insurance. I have had to file bankruptcy, sell my furniture, and move out of the house I 
spent my life savings on. I'm ineligible for Social Security disability, since I can work to some extent. 
However, due to the limitations the illness puts on by abilities, 1 am unable to work much. What am I 
supposed to do? We have a government that speaks of morality, yet they allow CEO's to receive "Golden 
Parachutes.” 

Sincerely, 

Lolita Coppage 
Chicago, Illinois 


Dear Congressman Miller, 

I am an active United Airlines flight attendant with 16 years of service with the company. I thank you for 
your courage to step up to help preserve the future that many of us have worked so hard for. I stand to lose 
the most with my seniority since I am still 18 years from retiring age. To make matters worse, I can't collect 
full social security for another 25 years. 1 have a 7 year old and a husband who is self-employed with basic 
minimum IRA. We have been planning for our future retirement, but the real possibility of losing more 
than half my pension would affect us greatly. It saddens and angers me that 16 years of service will go to 
waste. It is hard for me to understand how a company can just decide one day to affect so many lives and 
futures with no conscience. All the employees have given so much already for our company's survival and 
management wants more without their pensions and compensation being affected. It makes me angry and I 
hope HR 2327 will send a message that enough is enough. I thank you for your support and understanding. 

Sincerely, 

Cindy Ahn-Thurber 
Mesa, Arizona 
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Dear Congressman Miller, 

I am a retired United Flight Attendant and I’m still in shock as to what has happened to my company. I 
flew for United for close to 40 years and had to retire for medical reasons that were the result of my job, 
which of course they denied. I had hoped to retire so we could do some traveling, but all of that has 
changed since my disability has become worse. 

When I first started to fly for United I was so proud to be a part of this company but through the years 1 see 
that all upper management cared about was their salaries and bonuses. Now I am tally ashamed at what 
they are doing to their employees. My husband and I were counting on my pension to help pay for medical 
bills. 

United has let me down big time and why the government can't see this makes me wonder. To let thousands 
of employees down like this is unbelievable. Of course they will get their pensions and bonuses even 
though the company is trying to get out of bankruptcy. 

Thank you. Congressman Miller, for taking up this critical issue. 

Sincerely, 

Arleen Jasmer-Davidson 
Tenino, Washington 

Dear Congressman Miller, 

I've been told that a personal face is needed to help us in our fight to preserve our pensions. Well, I'm one 
of those faces and what's happened at United Airlines will impact my fiimre in a very real way. I've spent 
almost my entire adult life at United- 21 years to be exact. I went into this thinking that United and I had 
an agreement. And due to some dire circumstances and poor decision-making, my security at retirement has 
been all but rained. 

I find myself now, at the age of 47, in graduate school, ready to start a new profession. This I must do since 
United has broken its promise to me and so many others who relied on them. Tve always believed in self- 
sufficiency and independence. So three years before my 50th birthday, I must leave a job I've loved because 
I won’t be able to live the way I'd hoped to in retirement. 

The part that makes me angry, is that the pain has not been spread around at United. Those at the top have 
taken care of their futures, in spite of what they say is a necessary con^nent to the company's survival. 
I've had it with the rhetoric and lies. Ifs just not fair, ethical, or moral. The face of United is its people, and 
we've been scammed. I gratefully respect your consideration in this matter. 

Ita Luehrsen 
La Grange, IL 

Dear Congressman Miller, 

I am writing you to tell you why I need my pension. I live in West Chester, PA and retired from UAL in 
2004 after 40 years of service. I was injured twice in turbulence and now suffer from 
spinal stenosis and osteoarthritis. In addition, I had a stroke on September 11, 2001, Due to these events, I 
am unable to work. In fact, I was on disability for the last several years. 

Due to uncertainty about the future of UAL, I retired in 2004 because I believed that was the best way to 
preserve my pension. Since then, the basic healthcare premium has increased and I’m being forced to pay 
$3,000 in additional premiums that UAL forgot to bill me for. 

Now, UAL has turned my pension over to the PBGC and it is uncertain how my pension will be impacted. 
The senior executives who made the decisions to delay payments to the pension fund and ultimately to put 
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my pension at risk are not being forced to share in the pain of those decisions. That's why we need the 
Pension Fairness Act in addition to the critical HR2327, the moratorium on pension plan terminations, both 
introduced by Congressman Miller. 

Sincerely, 

Kay Goldsworthy 
West Chester, Pennsylvania 


Dear Congressman Miller, 

My husband Jim and I were hired by UAL in 1969. He is a retired pilot, age 63, and I am an active flight 
attendant, age 58. Most of our more than 30-year careers were spent flying out of LAX. We live in Orange 
County, California. In the 1990’s, we moved into our dream home in Mission Viejo. Our future looked 
beautiful and secure. Then came a series of horrendous mistakes by United’s upper management and their 
Board of Directors, followed by September 1 1th. The stock market drop devastated our 401ks. In 2002, Jim 
officially retired as a 737 captain (the lowest captain pay tier), seven years after his last flight due to throat 
cancer from which he was not expected to survive. In 2003, after the first round of pay and benefit cuts 
from United’s bankruptcy, and with a daughter in law school, a son in college, and another in high school, 
we moved fi-om our dream home to a more realistic one. Now, because of the further erosion of my pay and 
medical/dental benefits, my inadequately low future retirement pay, and the loss of most of Jim’s pension, 
we will be forced to move again. I am a third generation Californian and I fear not being able to afford to 
live in this state where my family’s roots go back over 1 50 years. 

Because of financial hits we ate forced to absorb due to circumstances beyond out control, I will be 
working for UAL until either United or I die. My husband and I played by the mles as employees of UAL 
and as citizens of the U.S. Why are we now in essence being robbed and forced to pay the price of an 
incompetent management and Board of Directors - one that union employees never hired? Why should we 
lose the secure retirement we have toiled honestly and hard for since 1969, while our 2 - year CEO Glenn 
Tilton is guaranteed a multi-million dollar package, as are others in top management? Why have the rules 
been changed when it’s too late for working people like my husband and I to make the necessary financial 
changes to replace the loss of defined benefit pensions and devastated 401k’s? What ever happened to fan- 
play? Are these the MORAL VALUES voted into power last November? Thank you so much Congressman 
Miller for this opportunity to plead for our rapidly vanishing secure golden years. 

Sincerely, 

Susan and James Cronin 
Dove Canyon, California 

Dear Congressman Miller, 

I have been a Flight Attendant for United Airlines for 38 years. When I began flying, there were no 
pensions for Flight Attendants because we were required to quit after age 32. That ended, thanks to age 
discrimination laws passed by Congress. However, it meant that Flight Attendants had to make up for lost 
time to build a decent retirement from the company. We gave up pay increases over the years to have 
United increase the amount they would contribute to our retirement fund. Now at age 60, 1 could receive a 
pension estimated at $2,500 a month. It is not a fortune, but combined with Social Security, I would be able 
to retire at age 65. Now United is using bankruptcy as a way to end all their pensions and let the 
government be responsible for them. This -will have a tremendous impact on the lives of all retirees and all 
future retirees. It amazes me that United cares so little for those of us who have spent our lives building this 
company, while our CEO, who has been with the company for 3 years, maintains his 4.5 million dollar 
pension. What is to stop other airlines and other corporations from declaring bankruptcy so they can end 
their pensions? Why should the government be burdened with the pensions of thousands of workers, just 
because big business does not want the expense? What happens when the PBGC does not have the money 
to cover all these pensions? Some day these corporations will be profitable and can once again fund their 
Pensions. I urge all members of Congress to stop this raid on the pensions of employees. If you care about 
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Social Security, please care about the protection of our pensions. Do not let corporations cancel their 
employees’ pensions. 

Sincerely, 

Janet Clark 
Foster City, California 

Dear Congressman Miller, 

I have served as a UAL Flight Attendant for 28 years. I have always regarded my pension at United as an 
integral part of my future retirement. I had never seriously considered that my husband and I might retire 
before the age of 60 - but we fully expected that with my UAL pension and my husband's Social Security, 
that we could retire by 65. With the wanton dumping of our pension plan and the reduced benefit I will 
receive, it's looking likely that we won't be able to retire. I can't begin to tell you how cheated I feel. No one 
can give us back those years to save for retirement. This action by UAL should be illegal! Our pension was 
a part of the overall compensation package for years already worked. I am unable to make the trip to 
Washington DC and personally look my representatives in the eye, but that should not indicate to you a 
lack of interest or concern! I have a full work week which I'm unable to get out of, even if I could afford to! 
I am praying that Congress will come to our rescue in this "David and Goliath" battle. We are crying out 
for some justice! 

My husband and I reside in California and have raised 2 children - our son recently served 41/2 years in the 
army and now lives at home, attending college full-time. Our daughter also lives at home, attending college 
full-time. Raising a family is expensive, as everyone knows, and we were unable to save much along the 
way due to my husband's health issues and resulting times without work. We consider ourselves 
conservative Republicans politically but recognize that this choice has not been helpful in the circxunstance 
that we find ourselves. We are so hoping that our lawmakers will do the right thing and save our pensions - 
doing so might also prevent the avalanche of other compaities hoping to ditch their employee pensions- an 
event which all Americans would wind up paying for! 

Sincerely, 

Elizabeth Frankie 
Vista, California 

Dear Congressman Miller, 

We wish to thank you for your sponsorship of HR 2327. The xmcontested cancellation of United Airlines 
defined benefit plans is tragic and catastrophic. Your introduction of this bill provides us with the hope and 
possibility that we may receive our day in court to right this terrible injustice. I worked as a Flight 
Attendant for UAL for 30 years and provided the professional service that was expected and provided for 
by our contractual agreement. My husband, Ret. Capt. Peter Crawford, provided 33 years of the same 
professional and friendly service that was expected by his contractual agreement. We are both retired and 
reside in Naples, Florida. 

If the PBGC is allowed to take over our retirements our life as we now know it will be over. We have 
already lost several hundred thousand dollars in the loss of our ESOP stock in filing for bankraptcy but 
now they wish to abrogate the one true obligation that was critically negotiated and relied upon for our 
future at the end of our careers with one company. We will be forced to liquidate all of our assets, relocate 
our home to the least costly area we can find, and learn to live on less than 30% of our present pension. To 
be stripped of our duly negotiated and vested retirements is unconscionable. 

If United Airlines were to cease operations, I could accept the PBGC as a safety net from capturing 
nothing. However, to allow United Airlines to cancel its duly negotiated defined benefit plans even though 
the PBGC said it is not needed to faciUtate its emergence fi-om bankmptcy is pure thievery. The decision of 
the PBGC and United Airlines for $1.5 billion payment to terminate all employee pension plans may 
trigger a total collapse of the defined benefit system nationwide. What is being done to prevent other 
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companies from following suit? The line in the sand needs to be drawn that corporate profiteering at the 
expense of hardworking Americans must stop now. This approval of the backroom deal brokered by United 
and now approved by the court, pre-empted the United Airlines’ employees' statutory right to defend their 
pension plan through the bankruptcy process based on the merits of the plan itself, as measured under the 
standards of pension law. 

It would be appropriate for our Senators and Congressmen to realize the inherent danger of allowing the 
cancellation of defined benefit plans. All of corporate America will be standing in line to dump then- 
pensions on the PBGC resulting in the largest taxpayer bailout in American history. This tragedy will make 
the Savings and Loan bailout look like a bad hangover. 

We thank you Congressman Miller for your initiative, your serious concern, and will support your valiant 
efforts by contacting all of our Representatives. We ate hopeful that the US Senate will pass a comparable 
bill in the very near future. 

God bless you and God bless America. 

Sincerely, 

Susan Crawford 
Naples, FL. 

Dear Congressman Miller, 

I am a constituent and I wish to alert you to the danger that exists regarding a precedent being set by the 
termination of UAL FLIGHT ATTENDANT pensions. It appears that the management of UAL, together 
with the PBGC and the Bankruptcy Court, have ignored the far reaching implications of terminating a 
defined benefit plan for Flight Attendant's without a duly comprehensive, fair analysis and hearing. 

Clearly, Representative Miller's HR 2327 is an important step in protecting the future of pensions all over 
this nation. A six mouth moratorium would give Congress an opportunity to fully assess the federal pension 
guaranty system and pass a plan for strengthening defined benefit pensions in this country while giving the 
Flight Attendant's Union the opportunity to fight further in a court proceeding. 

Quite frankly, I do not understand why the Board of Directors of UAL have not ousted the present 
management team (who have preserved their pension plan) for a conflict of interest and corporate 
misfeasance. Perhaps they are able to hide behind bankruptcy protection, however they should not be 
allowed to act in a fashion which compromises the interests of not only the Flight Attendants but also the 
owner-employees of UAL who have had their pensions jettisoned. 

This issue is tantamount to the survival of unions and defined benefit plans in this country. This is a test 
case and the behavior of our elected leaders with regard to this matter will be scmtinized nationwide. The 
future of millions of Americans is at stake. The voting block concerned about this issue is vast and I believe 
the combined power of the AARP, AFA, and other union entities in this country have not only shown their 
displeasure with regard to the self-serving behavior of the UAL executives but will look with great disfavor 
on any elected representative who allows this injustice to go unabated. Please use every effort to support 
measures which protect pensions in this country for which Americans have worked so hard to preserve. 

Sincerely, 

Pasquale Crispo 
New York, NY 


Dear Congressman Miller, 

I have been a Flight Attendant for almost 20 years for United Airlines, and if my pension is terminated I 
will be paid as if I terminated my employment at 47, even if I continue to work and retire from United 
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Airlines at 62, My retirement plans were for the full pension I was promised, a 401k, and Social Security. 
Now, I will have to live off of $400 monthly, approximately for my pension, instead of $2,800 monthly. 

I can hardly contribute to my 401k due to pay cuts at United, and Social Security is no longer secure. I will 
be at poverty level and may have to be a burden on ray son, who is only 16, but hopes will make a decent 
living to help me out. 

What is happening to the working class? We have been deceived our whole lives about hard work paying 
off. The only ones paid off are the CEO and the Board of Directors, they don't have to work hard they come 
in with their guaranteed payoff and the company they have been hired to build or maintain can collapse 
right from under them, and they still have their pay protection, while the workers who built the companies 
lose everything and become a burden on their children, and or society. What has happened to our country? 
Thank you for your attention. 

Sincerely, 

Paula Carlson 
Oak Lawn, Illinois 

Dear Congressman Miller, 

I am a Flight Attendant for United Airlines and started my career in 1965. Over the ensuing years, I 
married, had three children, divorced, remarried, and gained two more sons. 

Our youngest is now 27 and living on his own. We spent most of my working career raising our sons and 
putting them through college. This left absolutely no money for a 401k or other 
savings plan, 

I was hoping that in a few years hence I would have attained a comfortable pension so that I could retire. 
The events of this month have changed that dream. 

The pay cuts agreed to because of the bankruptcy were so substantial, there is literally no money to put 
aside. My husband had a medical retirement years ago and since he had not attained tenure, his income is 
basically Social Security. 1 have been the main support for the family. Not only has my income been 
s!ashe4 now I have very little pension to look forward to as well. I, as many other United Flight 
Attendants, am now in the process of studying for a new career to supplement my income. This is not an 
easy task at 60 years of age! 

The airline that hired me respected its long time employees and was a fabulous place to work. Now it 
seems only the top management (most of which have very little seniority with the company) have any type 
of security and the rest of us who have devoted our lives to the company are being given the shaft. 

I live in Las Vegas, Nevada and fly out of San Francisco. 

1 thank you for your time and efforts on behalf of the Flight Attendants and other employees of United Air 
Lines. 

Sincerely, 

KATHLEEN MCMAHON 
Las Vegas, Nevada 

Dear Congressman Miller, 

I am writing to you to explain what the loss of pension dollars will mean to me. I was hired in 1968 by 
UAL and worked for 34 years and retired in 2002. 1 had the intent to work until I was 
65 years old. September 11, 2001 was the end of my working career. The terrorists did a job on ray 
psychological health. I was not able to return to work and after much therapy I retired. 
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My pension was part of an agreement I had with UAL negotiated as part of my wages. I see Judge 
Wedoff s decision to approve the agreement between United and the PBGC to terminate our pensions as 
immoral and unconscionable. I see the obligation of UAL to its retired employees as something that should 
not be dropped. Judge Wadoff did not ask Tilton or other upper management people to turn their secured 
dollars over! At this stage of my life I am not able to start another career, so I am left with the option of a 
minimum wage job. I am thinking that as a single person I will probably have to sell my house in order to 
balance the loss of dollars and health insurance. Please consider what an injustice this is! Thank you, 
Congressman Miller, working Americans everywhere need Congress to act fast. 

Sincerely, 

Kathi Rockwell 
Portland, Oregon 

Dear Congressman Miller, 

As a single mother of two teenagers and retired from UAL since 1990, 1 was anticipating enjoying my 
retirement paycheck of $800 per month to lift up my standard of living for my family. I am permanently 
disabled at tiiis time and my pension means so much to us. I am outraged at this lack of accountability on 
United's part to uphold my pension that I worked 17 hard years to achieve. I live in CA and find it terrifying 
to think of what will become of us if I don't receive this pension. 

If UAL is allowed to do this, think of all the other companies that will follow suit and then what will 
become of our country when we all need our retirement? Will Bush give us any money to live? It will all 
fall to the government and die taxpayers. Senior citizens will become homeless. Please help us keep what 
little dignity we have left in this world. 

Sincerely, 

Trudy Wolsky 
Menifee, Calif. 


Dear Congressman Miller, 

Fm a retired United Air Lines Flight Attendant. I flew for United for over 38 years and, with much 
trepidation, I decided to retire in June 2003. 

Fve been a single mother for 22 years. When my daughter was a child, I not only worked for United, but on 
my days off from flying, I worked two other jobs for eight years. Then when she entered college, I moved 
to a state that was less costly in order to pay for her education. But in so doing, it was necessary for me to 
commute 2,500 miles to fly my trips. 

Then 2003 arrived and United was in bankruptcy. Another decision — retire or not? In order to take 
retirement, I sold my home and moved to a smaller, more affordable home. 

As United had always considered our retirement benefits to be part of our wages, I didn't mind working 
other jobs, commuting, moving, etc. as I had confidence that my retirement would be secure. 

For a number of years United had been a wonderful company to work for. I trusted management to honor 
the agreements which had been made between the company and our work group. Now, with the possible 
termination of pensions, I feel I've been betrayed. Their poor policy decisions over a period of time have 
effectively destroyed a company that once was the bulwark of the airline industry. Simultaneously, their 
liostile attitude towards employees has eroded the spirit which once made United the standard for service in 
the air. 

Sincerely, 
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Karen McLean 
Melbourne, Florida 

Dear Congressman Miller, 

If United Airlines is allowed to get away with this outrageous scheme of theirs, I and other who came over 
from Pan Am will have been dealt a double whammy! I came to UAL from Pan American World Airways. 
After 17 years with PAA I am receiving $358 from the PBGC. I flew 16 years with UAL and am receiving 
$1,186. 1 am having a hard time financially, as my income is a lot less than what my expenses are per 
month. I am a native Californian and my pension has not kept up with the cost of living in the Bay Area. If 
I have to live on any less money than what I am receiving, I do not know what I am going to do. Who 
would have ever thought that we would be fighting for our pensions that we worked so hard for and were 
promised, just to have the greedy executives pull the pension from under us at age 60+? Congressman 
Miller, bless you and thank you so very much for taking our cause up. We need more people like you, who 
truly care, and are fighting for what is morally right! 

Sincerely, 

Jessie Gordon 
Redwood City, California 

Dear Congressman Miller, 

I am a recently retired United Airlines Flight Attendant. 1 retired after 35 years due to health reason. 

Like many others, I gave my life to United Airlines and hate to see this company tom apart by the "Tilton 
Gang.” It is the employees that made United what it was and still can be again, and we are the ones 
deserving of the pensions promised to us. How anyone thinks it's fare for the "Tilton Gang" to walk into 
United, stay two years, take all the cutbacks they can from the people that care about the company, take 
away our hard earned pensions, while the "Tilton Gang" gets and keeps pensions that would pay over half 
the employees pensions for more than 5 years? You and I both know that is wrong as you have proven with 
this and other legislation. 

Please vote to save the employee pensions at United. We are talking 120,000 people, not including the 
impact it would have on our families. 

Sincerely, 

Leyhe Wade 
Oxford, North Carolina 

Dear Congressman Miller, 

I am 52 years old and single. I have been a United Airlines Flight Attendant for nine years and six months. 
When the Pension Benefit Guarantee Corporation takes over the pensions at UAL - 1 will lose nearly 
everything because I do not yet qualify for retirement and my pension is subject to much more onerous 
reductions from the PBGC even if I continue to work at United Airlines until I qualify for retirement! 

When I came to United Airlines in Nov. 1995, 1 felt 1 could retire here with a modest pension. Social 
Security and what little savings I have. What do I do now? 

With the last two concessionary contracts at UAL since the bankruptcy (first in 2003 and again this year in 
January), my wages have diminished by nearly 18% and my medical and dental benefits premiums have 
increased (total benefit increases near 22%). I can only afford to contribute 5% into my non-matching 
40 IK. My first of the month paycheck no longer covers my rent. I work a second job and am flying more 
hours to make up a little of the difference. There are no more days off and I am exhausted and worried. 

I have 13 years to try and make a dent into what 1 thought was my retirement fund. The CEO at United 
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Airlines, Glen Tilton seemed his $4.5 Million dollar pension trust in his first two months of employment. 
Mi. Tilton has been here less than 3 years. 

This is a grave injustice. The PBGC said and still says that the Flight Attendant plan is viable. I truly will 
have to work into my grave just to survive if my pension is eliminated. You, om elected officials, are our 
only hope. STOP THIS NOW! The American Dream may be gone for me, but you can help save it. 

Sincerely, 

Nadine Ostroski 
San Mateo, California 

Dear Congressman Miller, 

I was a Flight Attendant for United Airlines for 38 years... my entire working life. In 2003, along with 
2,000 other FA's I chose to retire... remove my higher pay from UAL's labor cost so that lesser paid FA's 
wouldn't lose their jobs. For this I didnot get an early out bonus... I paid 6% of my pension to leave 2 years 
before I was 60... I did it with a promise from UAL that my benefits as 1 knew them, would remain in tact!! 

Before the ink was dry, I found myself fighting to save my medical benefits and NOW fighting to keep my 
meager pension! 1 chose my career at United because of the benefits. I spent my earned pay increases on 
improving my benefits and I have paid for this pension! Even though 1 spent almost 40 years with UAL, 
my pension would be greatly reduced under the PBGC maximums as 1 am still under the age of 65. 1 am a 
single woman with no partner to help offset my expenses and ask for your help... please ensure that UAL 
keeps their commitment to me! ! 

Sincerely, 

Judy Rowe 

Healdsburg, California 
Dear Congressman Miller, 

First off I'd like to thank you for the opportunity of letting us tell our story. Those who run our company 
seem to have forgotten that we are individuals working hard and doing our 
best for a company that seems to feel that we have no worth. 

My name is Joyce Lynch and I have been with United Airlines since December 27, 1997 working as a 
Flight Attendant based out of Newark, New Jersey. For me, this termination of our Pension Plan means a 
breach of contract by those who make the decisions in our company. When we negotiated our contracts, the 
pension was a promise of deferred compensation for which we sacrificed other pay and benefits to secure. 

It doesn't seem right that Mr. Tilton has the ability to terminate our pension when he has a pension plan that 
is non terminable for $4.5 million. As we have already given up hfe-altering sacrifices to help the company 
out of bankruptcy, it is very important that we can count on our pensions at retirement. Thank you again for 
all of your time and effort with our cause. 

Sincerely, 

Joyce Lynch 
Shohola, Permsylvania 

Dear Congressman Miller, 

I have been a Flight Attendant for United Airlines for 36 years and continue to fly simply because I love 
my career. As a young woman 1 helped put my husband through his 

final two years of undergraduate school and three years of law school. I then went on to raise my two 
children and have just watched my youngest graduate from college. I accomplished this while working 
hard, being away ftom home, having a different schedule every month, and being very proud and satisfied 
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with my career. During all of this my husband and I were primary care givers of three elderly parents, two 
with Alzheimer’s disease. 

Now that it is finally our turn to enjoy the so-called golden years of our life. United Airlines has decided 
that my pension is too expensive to fimd. However, they can continue to fund the gigantic salaries and 
bonus payments for many of the officers that have put te airline into bankruptcy. 

I also fear for the entire population of hard working Americans that will face this same problem when the 
greed of corporate America realizes that the stoppage of pension funding is another way of financing the 
greed of corporate CEO's. Please help us stop the crushing of the American Dream. This is a society that 
will not operate with two social classes - the rich and the poor. Please ask the Senate and the House what 
plan is being considered to help the millions of destitute Americans that will be in our streets when both the 
PBGC and Social Security fail. 

Sincerely, 

ELAINE REILLY 
Bound Brook, New Jersey 

Dear Congressman Miller, 

My spouse Stephanie and I are taking this opportunity to share the impact the pension cuts will have on our 
lives. Combined we have invested 55 years with UAL Donald (30) Stephanie (25). We have two teenage 
daughters ready to enter college during our retirement. We have been trying to save in our 401k's but with 
three pay cuts it's been difficult to save. My father is the recipient of a pension loss from bankrupt 
Montgomery Wards. He is 86 and we are also helping him. Facing future family medical, dental, housing 
expenses we and every citizen of this country, are going to need every penny of which we are being 
stripped. Please help enlighten all concerned to have mercy on our plight. 

Sincerely, 

Mr & Mrs Donald Wood 
Federal Way, Washington 

Dear Congressman Miller, 

My name is Debra Cooke. I am 54 yrs. old and have been a United Flight Attendant for 32 years. I am 
based in Newark and I live in NJ. I was asked to make a statement as to how this pension termination has 
impacted my life. It has stressed me out in a way I can barely describe. Just so much ANXIETY over how 
my husband (who receives a pension from AT&T Corp.) and I, will pay our bills. We are by no means 'big 
spenders.’ We have a home, with an equity loan mortgage. Nothing fancy. We have lived here for 30 yrs. 
We decided to add a second bathroom, a storage closet and a rec room in June 2002. When UAL filed for 
Bankraptcy protection in Dec. 2002, 1 had decided that I would fly through age 56, figuring I would get a 
part-time job to supplement my pension, which at that time, was adequate for that age. 

But as time passed, my paycheck was cut twice, my vacation cut in half, my pension amount crept lower & 
lower, and then capped at $ 1800.00 a month (at age 60). Now, combine this with a necessary increase in 
flight time & days to make up lost money and its no wonder that I have become too ill to work any longer. 

I have to retire June 1, 2005 and expect to receive $1,434.00 a month, BEFORE taxes and medical are 
taken out, I feel as though I have no choice. Arthritis, bad feet, stress, and now possible heart problems, 
have FORCED me out. Now I am not even sure that I will get a pension! Hopefully I will, from the PBGC 
Fund. That is providing THAT stays solvent! I feel so betrayed! 

I was PROMISED a pension at the end of my career. I gave 32 years of my life to this company and I 
expected to have my pension (there was NEVER any doubt) when I could no longer fly. As a result of that 
PROMISE, I paid the bills, and let my husband put a lot of his paycheck into AT&Ts plan, because it was 
a BETTER plan. Now what do we do? We will be hard pressed to make it.. .but we will try. 
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It's OUTRAGEOUS that this company, actually that ANY company, should be able to vacate their 
responsibilities to their long-term employees. Corporate America executive are vultures, who will someday 
be picldng at the bones of the hard working families diat they have fmancislly crippled. It will come down 
to being a country of the poor and the rich. No more middle class. At some point, much of working 
America will have to depend upon the government for everything to live, because fair wages, and fair 
pensions have been lost, and no one will be able to take care of their own families. Where does this end?! I 
feel it has only BEGUN, unless it is stopped here and now! Please help us, for the sake of all working 
families, and the very life-blood of this country! 

Sincerely, 

Debra Cooke 
Brick, New Jersey 

Dear Congressman Miller, 

Let me begin by saying THANK YOU-THANK YOU - THANK YOU Congressmen Miller! My name is 
Linda Garrison. I am a recently retired Flight Attendant. My home is a rented apartment located in Laguna, 
Orange County, CA. I dedicated 38 years of my life in service to United Airlines. Many of those years did 
not include a pay increase. During diose times, a raise was forfeited to insure future security through the 
Flight Attendant Defined Benefit Pension Plan, as well as continued Health Care. It’s a slap in the face that 
after all the years of sacrifice, United Airlines, with the help of PBGC, intends to terminate everything we 
worked towards! 

Terminating my pension is beyond devastating! With no other means of support, I count on pension income 
just to survive while continuing my education. The dream of becoming a NeuroBiofeedback Therapist as a 
second career will be gone forever. Even more disheartening, pension income plus Social Security is now 
in question? 

The Flight Attendant Defined Benefit Pension Plan in no way prevents United from exiting bankruptcy, or 
surviving as the great airline it once was. Please do not stand by and watch as United ruins so many lives in 
the name of GREED! 

Thank you, a most grateful constituent. 

Sincerely, 

Linda Garrison 
Laguna Beach, CA 

Dear Congressman Miller, 

My motiier is a retired United Airlines Flight Attendant. She worked for the company for 36 years, won 
Flight Attendant of the year, and served thousands of passengers along the way. In 2004 when United 
needed to cut their payroll in order to make ends meet, she along with many senior Flight Attendants retired 
early to ensure the well being of the company they worked for decades. 

With the pension handover she will lose over $1,000 dollars a month while the million dollar payouts of 
former CEOs will be left in tact. Please take action so that my mom can continue paying her mortgage and 
living the life she worked so hard to build. 

Sincerely, 

Donovan Daughtry 
Hermosa Beach, California 

Dear Congressman Miller, 

I am a 58-year-old female UAL retired Flight Attendant. In 2003 1 took the UAL bait and switch retirement 
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plan due to the fact that I am totally disabled as a result of injuries received while working for 16 years at 
UAL. My health insurance has increased 5 times more than the amount promised to me, and now my 
pension is at risk. Due to my work injuries, I carmot get another job or switch insurance coverage. I will be 
forced into low-income based housing. I have not received a workers’ comp settlement because UAL 
attorneys continue to postpone my hearing. Please help us save our pensions. There are many injured Flight 
Attendants like myself, who cannot replace the income we are losing. Thank you so much for your 
continued support and help. 

Sincerely, 

Botmie Harden 
Palm Springs, California 

Dear Congressman Miller, 

I'm a former UAL Flight Attendant. I worked 34 yrs for United and thought that would ensure my future. I 
decided to retire two years ago when UAL informed me that if 1 retired by June 30, 2003, 1 would retain my 
medical benefits. Well, we all know how that turned out.. .now I find out I stayed at a job for all those years 
only to make sure my future would be safe and secure financially, and find out that it has been all for 
nothing...! now live on less than $2,000 a month. How does one at the age of 57 look to the future with 
inflation and medical expenses with any kind of hope? 

I'm saddened by my company as well as the judgment of the courts that continue to play with our lives like 
they mean nothing. Please make our lives count for all the care and love we gave our passengers and our 
company.. .thank you. 

Sincerely. 

Leslie Kron 

Dear Congressman Miller, 

My name is Michael Adams. 1 have been a Flight Attendant for United Airlines since 1977 and currently 
I’m based at Chicago’s O’Hare airport. I reside in Somerset, New Jersey. 

For the last 28 years of my employment at United, 1 was promised a company provided pension upon my 
retirement. Regardless of which CEO, CFO or BOD was in place, I along with other United employees 
gave dedicated service to United. Despite bad times, we kept our word to perform our duties to the best of 
our abilities. Time and again, Flight Attendants were told we surpassed expectations of getting the 
customers to repurchase a ticket and come back to United. 

Over the years, I gave up monthly wage increases in heu of the security of a promised modest monthly 
pension amount upon retirement. Now, United Airlines wants to abrogate that promise. 

This is especially outrageous when senior management has awarded itself with raises and bonuses while at 
the same time demanding concessions from workers; claiming it is needed to exit bankraptcy. 

The court’s approval of United’s agreement to pay the PBGC $1.5 billion PBGC to terminate my pension 
will imdoubtedly lessen the promised monthly amormt. It will become more difficult and likely impossible 
for me to maintain my home and lifestyle, here in New Jersey. The potential combination of higher medical 
costs, higher prescription costs, higher property taxes and general inflation as well as a reduced pension 
will have a very negative impact on my day-to-day existence, never mind any unforeseen medical or other 
hardships. Reduced salaries conceded to United already have put a strain on the household budget. 

Monies from United and paid to the PBGC could go towards salvaging ray pension. Congressional help is 
sorely needed to stop this outrageous act contrary to the provisions of bankruptcy and pension law. Thank 
you for supporting the efforts to protect UAL employee pensions from becoming a burden of the American 
taxpayer. 
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Sincerely, 

Michael Adams 
Somerset, New Jersey 

Dear Congressman Miller, 

Please save the pensions of ail hard working Americans starting with that of the United Airlines employees. 

As you know, we are under die attack of UAL’s corporate management trying to rid their obligation to workers 
for our "promised” pensioi^. I work out of die San Francisco office, but live in Honolulu. As you know, this is 
my personal choice but do so out of the love of this company, its employees and the service industry of the 
airlines bringing people together around the world, 

I have two small children (ages 1 and 3), and to think that by the time I retire in 30 years (that would give me 
approximately 36 years service with UAL), there will be a dire future is frightening. Just like my father and 
everyone else, I was planning on a "decent" retirement plan, which would allow me to watch over my adult 
children and possibly grandchildren without becoming a burden to them. There were plans of living the 
American dream of a small home, loving family and a comfortable retirement. 

Now, those plans must be changed due to the actions of our current management. The thing that bothers me isn't 
the fact that it's going to change my life drastically. It’s the fact that this will change the lives of all workers 
around the country. Not just that of the airline industry, but others across the board. Only because of UAL's 
management decision to "cut costs" to an unimaginable level which affects blue collar and white-collar workers 
everywhere. 

Congressman Miller, I pray for the sake of all American workers that something will be done in stopping this 
injustice to the American people. These incredible events which shape our industry, including the events of 
9/11, have and will change the lives of Americans everywhere. I wish you success in getting other Members of 
Congress involved in what is happening to our country. 

Thank you on behalf of our family and eventually yours down the line. 

Sincerely, 

Ronald Fukuchi 
Honolulu, Hawaii 

Dear Congressman Miller, 

I retired early with 34 years under my belt from United Airlines almost 2 years ago. I still loved my job but had 
some serious health issues to contend with. They told us if we retired before July 1st we would pay little or 
nothing for medical insurance. This was my main reason to retire. Also I couldn't have done it if my pension 
wouldn’t have allowed me to financially. I had everything figured out to the penny. The pension is all I have. 
I’m a single woman and do not get income elsewhere. I do have a 40ik and IRA's but cannot touch these until 
I’m 59 1/2 years of age. My pension covers my expenses and that’s about it. From the PBGC, I will receive 
approx. $600-800 less a month and I simply cannot live on this. I will have to seek employment and am 
concerned because with my health, I don’t know how tiiis is going to workout. 

Sincerely, 

Linda Sargent 
Lake Oswego, Oregon 

Dear Congressman Miller, 

The impact of no pensions will devastate not only my family but is going to be the beginning of Ae end of 
decent middle class lives for most Americans. I started to work for United Airlines in 1986... I have been a 
customer service agent, reservations agent.. .1 have been in computer development (IT) I have been a training 
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instructor for both the reservations and customer service groups. Today I am a Flight Attendant where I 
contribute as a language of destination Flight Attendant in Spanish, French and Portuguese, I hold a 4-year 
degree and a 2-year postgraduate degree. I would have never stayed with UAL this long and given them so 
many years without the promise of retirement or pension. I cannot afford to pay for property taxes, the 
medication needed for my family, and also put food on our tables. Why is it legal to forgo a financial promise to 
employees? Please help us have a more secure and fair fiiture after giving many years of hard work, dedication 
and commitment, I am lucky if I will get $400.00 a month. (Assuming that the PBGC continues to survive) This 
means that I will have to work for the rest of my living life. 

Your assistance is warmly appreciated! I 

Sincerely, 

Jean-marc Garcell 

Palos Verdes Estates, California 
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Since 2CK)1, the U.S. airline industry 
has confronted unprecedented 
financial losses. TVo of the 
nation’s largest airlines — United 
Airline and US Airways-went into 
banicruptcy, terminating their 
pension plans and passing the 
unfunded liability to the Pension 
Benefit Guaranty Corporation 
(PBGC). PBGC’s unf^ded liability 
was $9.6 billion; plan participants 
lost $5.2 billion in benefits. 


What GAO Found 

U.S. legacy airlines have not been able to reduce their costs sufficiently to 
profitably compete with low cost airlines that continue to capture market 
share. Internal and external challenges to the industry have fundamentally 
changed the nature of the industry and forced legacy airlines to restructure 
themselves financially. The changing demand for air travel and the growth 
of low cost airlines has kept fares low, forcing these airlines to reduce their 
costs. They have struggled to do so, however, especially as the cost of jet 
fiiel has jumped. So far, they have been unable to redu<^ costs to the level 
of their low-cost rivals. As a result, legacy airlines have continued to lose 
money-$28 billion since 2001. 


Considerable debate has ensued 
over airlines’ use of brnikniptcy 
protection as a means to continue 
operations, often for years. Many 
in the industry and elsewhere have 
maintained that airlines’ use of this 
^proach is harmfijl to the 
industry, in that it allows inefficient 
carriers to reduce ticket prices 
below those of their competitors. 
This debate has received even 
sharper focus with pension 
defaults. Critics argue that by not 
having to meet their pension 
oblig^ons, airlines in bankruptcy 
have an advantage that may 
encourage other companies to take 
the same ^proach. 

GAO’s testimony presents 
preliminary observations in three 
areas: (1) the continued financial 
difficulties faced by legacy airlines, 
(2) the effect of bankruirtcy on the 
industry and competitors, and (3) 
the effect of airline pension 
underfunding on employees, 
retirees, airlines, and the PBGC. 
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To view the full product, including bie scope 
and rnethodology, cBck on die link above. 

For more information, contect JayEtte Hecker, 
(202) 512-2834 or heckerj@gao.gov. 


Although some industry observers have asserted that airlines undergoing 
bankruptcy reorganization contribute to the industry’s financial problems, 
GAO found no clear evidence that historically airlines in bankruptcy have 
financially harmed competing airlines. Bankruptcy is endemic to the 
industry; 160 airlines filed for bankruptcy since deregulation in 1978, 
including 20 since 2000. Most airlines that entered bankruptcy have not 
survived. 

While bankruptcy may not be detrimental to the health of the airline 
industry, it is detrimental for pension plan participants and the PBGC. The 
remaining legacy airline with defined benefit pension plans face over 
$60 billion in fixed obligations over the next 4 years, including $10.4 
billion in pension contributions - more than some of these airlines may 
be able to afford given continued losses (see figure). Various pension 
reform proposals may provide some immediate liquidity relief to those 
airlines, but at the cost shifting additional risk to PBGC. Moreover, 
legacy airiines still face considerable restructuring before they become 
competitive with low cost airlines. 


20 In billions of dollars 



2004 2005 2006 2007 2008 

Source PBGC and SEC Nin9S. 


Note: Fixed oblations in 2008 and beyond will likely increase as payments due in 2006 
and 2007 may be pushed out and new obligations are assumed. 
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Mr, Chairman and Members of the Subcommittee: 

We appreciate the opportunity to participate in today’s hearing to discuss the financial condition 
of the U.S. airline industiy — and particularly, the financial problems of legacy airlines.! Since 
2001, the U. S. airline industry has confronted financial losses of unprecedented proportions. 
From 2001 through 2004, legacy airlines reported losses of $28 billion, and two of the nation’s 
largest legacy airlines — ^United Airlines and US Airways-went into bankruptcy, 2 eventually 
terminating their pension plans and passing the unfunded liability to the Pension Benefit 
Guaranty Corporation (PBGC).3 Two other large legacy airlines have announced that they are 
precariously close to following suit. 

In recent years, considerable debate has ensued over legacy airlines’ use of Chapter 11 
bankruptcy protection as a means to continue operations, often for years. Some in the industry 
and elsewhere have maintained that legacy airlines’ use of this approach is harmful to the airline 
industry as a whole, in that it allows inefficient carriers to stay in business, exacerbating 
overcapacity and allowing these airlines to potentially under price their competitors. This debate 
has received even sharper focus with US Airways’ and United’s defaults on their pensions. By 
eliminating their petuiion obligations, critics argue, US Airways and United eryoy a cost 
advantage that may encourage other airlines sponsoring defined benefits plans to take the same 
approach. 


! While there is variation among airlines in regards to the size and financial condition, we adhere to a 
constract adopted by industry analysts to group large passenger airlines into one of two groups — legacy 
and low cost. Legacy airlines (Alaska, American, Continental, Delta, Northwest, United, and US Airways) 
predate airline deregulation of 1978 and have adopted a hub and spoke network model that can be more 
expensive to operate than a simple point-to-point service model. Low cost airlines (AiiTran, America 
West, ATA, Frontier, JetBlue, Southwest, and Spirit) have generally entered the market since 1978, are 
smaller, and generally employ a less costly point-to-point service model. The 7 low cost airlines have 
consistently maintained lower unit costs than the 7 legacy airlines. 

2 Two other smaller carriers — ATA Airlines and Aloha — are also in bankruptcy protection. Hawaiian 
Airlines just emerged from bankruptcy protection earlier this month. 

3 The Pension Benefit Guaranty Corporation’s (PBGC) single-employer insurance program is a federal 
program that insures certain benefits of the more than 34 million worker, retiree, and separated vested 
participants of over 29,000 private sector defined benefit pension plans. Defined benefit pension plans 
promise a benefit that is generally based on an employee's salary and years of service, with the employer 
being responsible to fund the benefit, invest and manage plan assets, and bear the investment risk. A 
single-employer plan is one that is established and maintained by only one employer. It may be established 
unilaterally by the sponsor or through a collective bargaining agreement. 
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Last year, we reported on the industry’s poor financial condition, the reasons for it, and the 
necessity of legacy airlines to reduce their costs if they are to survive.^ At the request of the 
Congress, we have continued to assess the financial condition of the airline industry and, in 
particular, the problems of bankruptcy and pension terminations. Our work in this area is still 
under way.® Nonetheless, we can offer some preliminary observations about what we are 
finding. Our statement today describes our preliitrinaiy observations in three areas: (1) the 
continued financial difficulty faced by legacy airlines, (2) the effect of bankruptcy on the industry 
and competitors, and (3) the effect of airline pension underfunding on employees, retirees, 
airlines, and the PBGC. Our final report, which we expect to issue in September, will offer 
additional evidence and insights on these questions. 

In surtunary: 


• U.S. legacy airlines have not been able to reduce their costs sufficiently to profitably compete 
with low cost airlines that continue to capture industry market share. Challenges that are 
internal and external to the industry have fundamentally changed the nature of the industry 
and forced legacy airlines to restructure themselves financially. The changing demand for air 
travel and growth of low cost airlines has kept fares low, forcing legacy airlines to reduce 
their costs. However, legacy airlines have struggled to do so, and have been unable to 
achieve unit cost comparability with their low-cost rivals. As a result, legacy airlines have 
continued to lose money-$28 billion since 2001— and are expected to lose another $5 billion 
in 2006. Additionally, airlines’ costs have been hurt by rising fuel prices - especially legacy 
airlines that did not have fuel hedging in place. 


• Bankruptcies are endemic to the airline industry, the result of long-standing structural issues 
within the industry, but there is no clear evidence that bankruptcy itself has harmed the 
industry or its competitors. Since deregulation in 1978, there have been 160 airline 
bankruptcy filings, 20 of which have occurred in the last 5 years. Airlines faU at a higher rate 

4u.S. Government AceountabiUty Office, COMMERCIAL AVIATTON: Legacy AirUiies Must Further Reduce 
Costs to Restore ProRtabiUtyiG AO-OiSX) August, 2004. 

® We found aU relevant data for assessing the financial condition of the airline industry, analyses of the 
effects of bankruptcy on the industry as a whole and six case studies of hub markets affected by airline 
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than most other types of companies, and the airline industry historically has the worst 
financial performance of any sector. This inherent instability that leads to so many 
bankruptcies can be traced to the structure of the industry and its economics, including the 
hi^y cyclical demand for air travel, high fixed costs, and few barriers to entry. The 
available evidence does not suggest that airlines in bankruptcy contribute to industry 
overcapacity or that bankrupt airlines harm competitors by reducing fares below what other 
airlines are charging. The history of the industry since deregulation indicates that past 
liquidations or consolidations have not slowed the overall growth of capacity in the industry. 
Studies conducted by others do not show evidence that airlines operating in bankruptcy 
harmed other competitors. Finally, while bankruptcy may appear to be a useful business 
strategy for companies in financial distress, available analysis suggests it provides no 
panacea for tdrlines. Few airlines that have filed for bankruptcy protection are stUl in 
business today. Bankruptcy involves many costs, and given the poor track record, companies 
are likely to use it only as a last resort. 


• While bankruptcy may not harm the financial health of the airline industry, it has become a 
considerable concern for the federal government and airline employees and retirees because 
of the recent terminations of pensions by US Airways and United Airlines. These terminations 
resulted in claims on PBGC’s single -employer program of $9.6 bUlion and plan participants 
(i.e., employees, retirees, and beneficiaries) are estimated to have lost more than $5 billion in 
benefits that were either not covered by PBGC or exceeded the statutory limits. At 
termination in May 2005, United’s pension plans promised $16.8 billion in benefits backed by 
only $7 billion in assets (i.e., it was underfunded by $9.8 billion). PBGC guaranteed $13.6 
billion of the promised benefits, resulting in a claim on the agency of $6.6 billion and an 
estimated $3.2 billion loss to participants. ’The defined benefit pension plans of the remaining 
legacy airlines with active plans are underfunded by $13.7 billion (based on data fi'om the 
U.S. Securities and Exchange Commission, or SEC), raising the potential of more sizeable 
losses to PBGC and plan participants. ’These airlines face $10.4 billion in pension 
contributions over the next 4 years, significantly more than some of them may be able to 
afford given continued losses and their other fixed obligations. Spreading these 
contributions over more years, as some of these airlines have proposed, would relieve some 


bankruptcy or service withdrawals, interviews with industry and subject area experts, and analyses of SEC 
and PBGC data to be sufficiently reliable for our purposes. 
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of this liquidity pressure but would not necessarily keep them out of bankruptcy because it 
does not fully address the fundamental cost structure problems faced by legacy airlines. 


We have previously reported that the Congress should consider broad pension reform that is 
comprehensive in scope and balanced in effect. Under current conditions, the presence of 
PBGC insurance may create “moral hazard” Incentives to not fund pensions knowing that 
PBGC will assume the payments in the future. In considering various proposals to reform 
pension requirements, the impact on airlines, PBGC, and plan participants will vary. 
Nevertheless, effective reform would at a minimum include meaningful incentives for 
sponsors to adequately fund their plans, provide additional transparency for participants, and 
ensure accountability for those firms that fail to match the benefit promises they make with 
the resources needed to fulfill those promises. 


Legacy Airlines Must Reduce Costs to Restore Profitability 


Since 2000, legacy airlines have faced unprecedented internal and external challenges. 

Internally, the impact of the Internet on how tickets are sold and consumers search for fares and 
the growth of low cost airlines as a market force accessible to almost every consumer has hurt 
legacy airline revenues by placing downward pressure on airfares. More recently, airlines’ costs 
have been hurt by rising fuel prices (see figure 1).6 This is especially true of airlines that did not 
have fuel hedging in place. Externally, a series of largely unforeseen events — among them the 
September 11® terrorist attacks in 2001 and associated security concerns; war in Iraq; the SARS 
crisis; economic recession beginning in 2001; and a steep decline in business travel— seriously 
disrupted the demand for air travel during 2001 and 2002. 


6j,egacy airlines’ fuel costs as a percentage of total operating costs doubled from 11.5 percent during the 
4 quarter of 1998 to 22.9 percent during the 4® quarter of 2004. Fuel costs for these airlines were $5 biUion 
higher in 2004 than in 2003 - an amount roughly equal to their net operating losses. 
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Figure 1: Average Annual Spot Price for Golf Coast Jet Fuel, 1998-2005 

In dollars per gallon 
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1998 1999 2000 2001 2002 2003 2004 2005 

Source: GAO analysis of Deparbmnt of Energy's Eriergy Information Admintstralion data. 


Note: 2005 prices reflect average through June 7. 


Low fares have constrained revenues for both legacy and low cost airlines. Yields, the amount of 
revenue airlines collect for every mile a passenger travels, fell for both low cost and legacy 
airlines from 2000 through 2004 (see figure 2). However, the decline has been greater for legacy 
airlines than for low cost airlines. 
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Figure 2: Percentage Change in Passenger Yields Since 2000 
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Source: GAO analysis of Department trfTran^rtakxt (DOT) Form 41 data. 

Legacy airlines, as a group, have been unsuccessful in reducing their costs to become more 
competitive with low cost airlines. Unit cost competitiveness is key to profitability for airlines 
because of declining yields. While legacy airlines have been able to reduce their overall costs 
since 2001, these were largely achieved through capacity reductions and vrithout an improvement 
in their unit costs. Meanwhile, low cost airlines have been able to maintain low unit costs, 
primarily by continuing to grow. As a result, low cost airlines have been able to sustain a unit 
cost advantage as compared to their legacy rivals (see figure 3). In 2004, low cost airlines 
maintained a 2.7 cent per available seat mile advantage over legacy airlines. This advantage is 
attributable to lower overall costs and greater labor and asset productivity. 
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Figure 3; Legacy vs. Low Cost Airline Unit Cost Differential, 1998 2004 
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Source; GAO analysis ot DOT Form 41 data. 


Weak revenues and the inability to realize greater unit cost-savings have combined to produce 
unprecedented losses for legacy airlines. At the same time, low cost airlines have been able to 
continue producing modest profits as a result of lower unit costs (see figure 4). Legacy airlines 
have lost a cumulative $28 billion since 2001 and are predicted to lose another $5 billion in 2006, 
according to industry aruilysts. 
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Figure 4: Airline Operating Profits and Losses, 1998-2004 


In billions of dollars 
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Source: GAO analysis of DOT Form 41 data. 


Since 2000, as the financial condition of legacy airlines deteriorated, they built cash balances not 
through operations but by borrowing. Legacy airlines have lost cash from operations and 
compensated for operating losses by taking on additional debt, relying on creditors for more of 
their capital needs than in the past. In the process of doing so, several legacy airUnes have used 
all, or nearly all, of their assets as collateral, potentially luniting their future access to capital 
markets. 

In sum, airlines are capital and labor intensive firms subject to highly cyclical demand and 
intense competition. Aircraft are very expensive and require large amounts of debt financing to 
acquire, resulting in high fixed costs for the industry. Labor is largely unionized and highly 
specialized, making it expensive and hard to reduce during downturns. Competition in the 
industry is frequently intense owing to periods of excess capacity, relatively open entry, and the 
willingness of lenders to provide financing. Finally, demand for air travel is highly cyclical, 
closely tied to the business cycle. Over the past decade, these structural problems have been 
exacerbated by the growth in low cost airlines and increasing consumer sensitivity to differences 
in airfares based on their use of the Internet to purchase tickets. More recently airlines have had 
to deal vrith persistently high fuel prices— operating profitability, excluding fuel costs, is as high 
as it has ever been for the industry. 
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Bankraptcy is Common in the Airline Industry, but There is No Evidence that it is 
Harmful to the Industry or Competitors 


Airlines seek bankruptcy protection for such reasons as severe liquidity pressures, an inability to 
obtain relief from employees and creditors, and an inability to obtain new financing, according to 
airline officials and bankruptcy experts. As a result of the structural problems and external 
shocks previously discussed, there have been 160 total airline bankruptcy filings since 
deregulation in 1978, including 20 since 2000, according to the Air Transport Association.^ Some 
airlines have failed more than once but most filings were by smaller carriers. However, the size 
of airlines that have been declaring bankruptcy has been increasing. Of the 20 bankruptcy filings 
since 2000, half of these have been for airlines with more than $100 million in assets, about the 
same number of filings as in the previous 22 years. Compared to the average failure rate for all 
types of businesses, airlines have failed more often than other businesses. As figure 6 shows, in 
some years, airline failures were several times more common than for businesses overall. 


Airlines may file for two types of bankruptcy. Chapter 7 of the bankruptcy code governs the liquidation 
of the debtor’s estate by appointed trustees of the court Chapter 1 1 of the code governs business 
reorganizations and allows, among other things, companies to reject collective bargaining agreements and 
renegotiate contracts and leases with creditors with the approval of the court. Companies may also 
convert from a Chapter 11 reorganization into a Chapter 7 liquidation or may liquidate within Chapter 11. 
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With very few exceptions, airlines that enter bankruptcy do not emerge from it. Of the 146 airline 
Chapter 11 reoiganixation filings since 1979, in only 16 cases are the airlines still in business. 
Many of the advant^es of bankruptcy stem from legal protection afforded the debtor airline 
from its creditors, but this protection comes at a high cost in loss of control over airline 
operations and dams^ed relations with employees, investors, and suppliers, according to aiiline 
officials and bankruptcy experts. 


Contrary to some assertions that bankruptcy protection has led to overcapacity and under 
pricing that have harmed healthy airlines, we found no evidence that this has occurred either in 
individual markets or to the industry overall. Such claims have been made for more than a 
decade. In 1993, for example, a national commission to study airline industry problems cited 
bankruptcy protection as a cause for the industry's overcapacity and weakened revenues,® More 
recently, airline executives have cited bankruptcy protection as a reason for industry over 
capacity and low fares. However, we found no evidence that this had occurred and some 
evidence to the contraiy. 
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First, as illustrated by I*1gure 6, airline liquidations do not appear to affect the continued growth 
in total industry capacity. If bankruptcy protecticm l^ds to overcapacity as some contend, then 
liquidation should take capacity out of the market However, the historical growth of airline 
industry capacity (as measured by availaWe seat miles, or ASMs) has continued unaffected by 
m^or liquidations. Only recessions, which curtmls demand for air travel, and die September 11* 
attack, appear to have caused the airline industry to trim capacity. This trend indicates that 
other airlines quickly replenish capacity to meet demand. In part, this can be attributed to the 
fungibility of ^craft and the availabUity of capital to finance airlines. 


Figure 6: Growth of Airline Industry Capacity and M^or Airline Liquidations 
Billions of ASMs, Moving Quarterly Average, 1978-2004 



/ / / / / / / / / / / / / / 

Quarter 


Recession 

Source: Bankruptcy tiVnga, media repem. and OOT Fomt 4i oau. 


Note: Figure does not show liquidations of smaller airlines. 


Similarly, our research does not indicate that the departure or liquidation of a carrier from an 
individual market necessarily leads to a permanent decline in traffic for that market. We 
contracted with Intervistas/GA', an aviation consultant, to examine the cases of six hub cities 

® The National Commission to Ensure a Strong Competitive Airline industry, Change. Challenge enU 
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that experienced the departure or significant withdrawal of service of an airline over the last 
decade (see table 1). In four of the cases, both local origin-and-destination (i.e., passenger traffic 
to or from, but not connecting through, the local hub) and total passenger traffic (i.e., local and 
connecting) increased or changed little because the other airlines expanded their traffic in 
response. In all but one case, fares either decreased or rose less than 6 percent. 


Table 1: Case Examples of Markets’ Response to Airline Withdrawals 


Market 

Year 

Airline 

Effect on passenger traffic 

Change in fares 

Nashville, TN 

■ 

American Airlines 
eliminated hub 

Other airlines' traffic increased. 
Origin and destination traffic 
increased. 

-10.2% 

Greensboro, 

NC 

■ 

Continental Lite 
eliminated hub 

Other airlines' traffic increased. 
Origin and destination traffic 
decreased. 

+5.5% 

Colorado 
Springs, CO 


Western Pacific 
moved operations 
to Denver 

Other airlines' traffic decreased 
Origin and destination traffic 
decreased. 

+43.6% 

St. Louis, MO 


TWA acquired by 
American Airlines 

Other airlines' traffic decreased. 
Little change in origin and 
destination traffic. 

+5.4% 

Kansas City, 

MO 

2002 

Vanguard Airlines 
suspended service 

Little change in other airlines’ 
traffic. Little change in origin 
and destination traffic. 

+4.2% 

Columbus, OH 

2003 

America West 
eliminated hub 

other airlines' traffic increased. 
Little change in origin and 
destination traffic. 

+3.6% 


Source: Intervistas/GA‘. 

Note: Little change in traffic means that traffic increased or decreased less than 5 percent and that origin 
and destination traffic increased or decreased less than 10 percent. Changes in passenger traffic and fares 
are measured from 4 quarters prior to the airline departure to 8 quarters after. 


We also reviewed ntonerous other bankruptcy and airline industry studies and spoke to industry 
analysts to determine what evidence existed with regard to the impact of bankruptcy on the 
industry. We found two mttjor academic studies that provided empirical data on this issue. Both 
studies found that airlines under bankruptcy protection did not lower their fares or hurt 
competitor airlines, as some have contended. A 1995 study found that an airline typically 
reduced its fares somewhat before entering bankruptcy. However, the study found that other 
airlines did not lower their fares in response and, more importantly, did not lose passenger traffic 

-Campfititiog, A Report to the President and Congress, August 1993. 
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to their bankrupt rival and therefore were not banned by the bankrupt airline.® Another study 
came to a similar conclusion in 2000, this time examining the operating performance of 51 
bankrupt firms, including 5 airlines, and their competitors.^® Rather than examine fares as did 
the 1996 study, this study examined the operating performance of bankrupt firms and their rivals. 
This study found that bankrupt firms’ performance deteriorated prior to filing for bankruptcy and 
that their rivals’ profits also declined during this period. However, once a firm entered 
bankruptcy, its rivals’ profits recovered. 

Legacy Airlines Face Significant Near-term Liquidity Pressures, including $10.4 Billion 
in Pensions Contributions over the Next 4 Years 


Under current law, legacy airlines’ pension funding requirements are estimated to be a minimum 
of $10.4 billion from 2005 through 2008. 1 ^ These estimates assume the expiration of the Pension 
Funding Equity Act (PFEA) at the end of this year. 12 The PFEA permitted airUnes to delay the 
m^ority of their deficit reduction contributions in 2004 and 2005; if this legislation is allowed to 
expire it would mean that payments due ft'om legacy airlines will significantly increase in 2006. 
According to PBGC data, legacy airlines are estimated to owe a minimum of $1.5 billion this year, 
rising to nearly $2.9billion in 2006, $3.5 billion in 2007, and $2.6 billion in 2008. In contrast, low 
cost airlines have eschewed defined benefit pension plans and instead use defined contribution 
(401k-type) plans. 


However, pension funding obligations are only part of the sizeable amount of debt that carriers 


® Do Air lines In Chanter 11 Hann Their Rivals?: Bankruptcy and Pricing Behavior in U.S. Airline Markets 
National Bureau of Economic Research Working Paper 5047, Severin Borenstein and Nancy L Rose, 
February 1995. 


^®The. Bffectof Bankruptcy Filings on Rivals' Operating Performance: Evidence From .51 T.arge 

1 , Robert E. Kennedy, IntemationalJoumal of the Economics of Business; Feb. 2000; pp. 6-25. 


1 1 These estimates include only legacy airlines that continue to sponsor defined benefit pension plans and 
reported their estimated pension obligations to PBGC. Pension law provisions prohibit publicly identifying 
the airlines that have reported this information. 


12 Pension Funding Equity Act of 2004 (P.L. 108-218, April 10. 2004). The PFEA also changed the interest 
rate used to calculate future liability ft-om the 30-year Treasury bond to a corporate bond rate, which 
effectively reduces future liabilities. 
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face over the near term. The size of legacy airlines’ future fixed obligations, including pensions, 
relative to their financial position suggests they will have trouble meeting their various financial 
obligations. Fixed airline obligations (including pensions, long term debt, and capital and 
operating leases) in each year from 2005 through 2008 exceed total cash balances of these same 
legacy airlines by a substantial amotmt. Legacy airUnes carried cash balances of just under $10 
billion going into 2005 (see figure 7). These airlines fixed obligations are estimated to be over 
$16 billion in both 2005 and 2006, over $17 biUion in 2007, and about $13 billion in 2008. Fixed 
obligations in 2008 and beyond will likely increase as payments due in 2006 and 2007 may be 
pushed out and new obligations are assumed. If these airlines continue to lose money this year 
as analysts predict, this picture becomes even more tenuous. 


Figure 7: Comparison of Legacy Airiine Year-end 2004 Cash Balances with Fixed Obligations, 
2005-2008 


in billions of dollars 
20 



2004 2005 


2006 


I Cash at end of 2004 
I Odier obligations 
I Operabng leases 
I Capital leases 
j ] Long term debt 
I Pension obligations 
Source: P8GC and SEC filings. 
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The enormity of legacy airlines’ future pension funding requirements is attributable to the size of 
the pension shortfall that has developed since 2000. As recently as 1999, airline pensions were 
overfunded by $700 million based on Security and Exchange Commission (SEC) filings; by the 
end of 2004 legacy airlines reported a deficit of $21 billion (see figure 8), despite the termination 
of the US Airways pilots plan in 2003. Since these filings, the total underfunding has declined to 
approximately $13.7 billion, due in part to the termination of the United Airline plans and the 
remaining US Airways plans. 


Figure 8; Funded Status of Legacy Airline Defined Benefit Plans, 1998-2004 

in bliiions of doiltus 
5 



1998 1999 2000 2001 2002 2003 2004 

Source: GAO analysis of SEC filings. 


Note; The termination of the United Airlines and remaining US Airways defined benefit pension plans in 
2006 reduced the total shortfall to approximately $13.7 billion, based on 2004 year-end data. 


The extent of underfunding varies sigiuficantly by airline. At the end of 2004, prior to terminating 
its pension plans. United reported underfunding of $6.4 billion, which represented over 40 
percent of United’s total operating revenues in 2004. In contrast, Alaska reported pension 
underfunding of $303 million at the end of 2004, or 13.5 percent of its operating revenues. Since 
United terminated its pensions. Delta and Northwest now appear to have the most significant 


1 ^ 

SEC data and PBGC data on the funded status of plans can differ because they serve different purposes 
and provide different information. The PBGC report focuses, in part, on the funding needs of each pension 
plan. In contrast, corporate financial statements show the aggregate effect of all of a company’s pension 
plans on its overall financial position and performance. The two sources may also differ in the rates 
assumed for investment returns on pension assets and in how these rates are used. As a result, the 
information available from the two sources can appear to be inconsistent. PBGC data also are not timely. 
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pension funding deficits — over $6 billion and nearly $4 billion respectively — which represent 
about 35 percent of 2004 operating revenues at each airline. 

The growth of pension underfunding is attributable to 3 factors. 

• Assets losses and low interest rates . Airline pension asset values dropped nearly 20 percent 
from 2001 through 2004 along with the decline in the stock market, while future obligations 
have steadily increased due to declines in the interest rates used to calculate the liabilities of 
plans. 

• Management and labor union decisions . Airline man^ement has funded their pension plans 
far less than they could have. For example, PBGC examined 101 cases of airline pension 
contributions from 1997 through 2002; these cases covered 18 pension plans sponsored by 5 
airlines. During this time, $28.2 billion dollars could have been contributed to these 
pension plans on a tax-deductible basis; actual contributions amounted to $2.4 billion, or 
about 8.6 percent of what they could have contributed, despite earning profits in 1997-2000 
(see figure 9).l^ The maximum deductible contribution was made in oidy 1 of the 101 
pension contribution cases examined by PBGC. In addition, management and labor have 
sometimes agreed to salary and benefit increases beyond what could reasonably be afforded. 
For example, in the spring of 2002, United’s management and mechanics reached a new labor 
agreement that increased the mechanics’ pension benefit by 45 percent, but the airline 
declared bankruptcy the following December. 


For more information, see GAO, Private Pensions: Publicly A vailable Reports Provide UseM but Limited 
Information on Plans’ Financial Condition (GAO-04-395) March 31, 2004. 

Of 108 possible cases, 4 were eliminated because the carrier was in bankmptcy; in 3 cases data was 
missing. 

15 Pension funding rules permit sponsors to choose the interest rate used to determine the maximum 
deductible pension contribution permitted from an interest rate “corridor” - a limited range of interest 
rates. In calculating the maximum deductible contribution, a higher interest rate produces a lower 
contribution limit. In the 101 cases PBGC examined from 1997 through 2002, airlines used the highest 
interest rate permitted in 86 cases, and the lowest interest rate permitted in 1 case. Using the interest rates 
chosen by the airlines, the maximum deductible contribution was calculated to be $9. 1 billion for these 101 
cases. PBGC recalculated the maximum deductible contribution in each case using the lowest interest rate 
the airline could have chosen to determine the maximum deductible contribution of $28.2 billion. 
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Figure 9: Comparison of Legacy Airline Peimion Maximum and Actual Contributions and 
Operating Profits, 1997-2002 (Billions of dollars) 


In billions of dollars 
15 



1997 1998 

Fisc^ year 

CZ] Actual contribution 
Maximum possible 

llllll Operating proirt/loss 
Source: PBGC and DOT. 


2000 2001 2002 


• Pension funding rules are flawed . Existing laws and regulations governing pension 
funding and premiums have also contributed to the underfunding of defined benefit 
pension plans. As a result, financially weak plan sponsors, acting within the law, have not 
only been able to avoid contributions to their plans, but also increase plan liabilities that 
are at least partially insured by PBGC. Under current law, reported measures of plan 
funding have likely overstated the funding levels of pension plans, thereby reducing 
minimum contribution thresholds for plan sponsors. And when plan sponsore were 
required to make contributions, they often substituted “account credits” for cash 
contributions, even as the market value of plan assets may have been in decline. 
Furthermore, the funding rule mechanisms that were designed to improve the condition 
of poorly funded plans were ineffective. 


1® For further information, see U.S. Government Accountability Office, PRIVATE PENSIONS: Recent 
Experiences of Large DeBnedBeneSt Plans Illustrate Weaknesses in Funding Rules, GAO-05-294, 
(Washington, D.C.: May 31, 2005). 
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Other legal plan provisions and amendments, such as lump sum distributions and 
unfunded benefit increases may also have contributed to deterioration in the funding of 
certain plans. If large numbers of participants in an underfunded plan elect to receive 
their pension benefits in a lump sum, it can create the effect of a “run on the bank” and 
exacerbate the possibility of a plan’s insolvency as plan assets are liquidated more quickly 
than expected. Plan funding can also be worsened by unfunded benefit increases. When 
a pension plan is underfunded and the plan sponsor is also in poor financial condition, 
there is an Incentive, known as moral hazard, for the plan sponsor and employees to 
agree to pension benefit increases because at least part of the benefit increases may be 
insured by PBGC. 

Finally, the premium structure in PBGC’s single-employer pension insurance program 
does not encourage better plan funding. While PBGC premiums may be partially based 
on plan funding levels, they do not consider other relevant risk factors, such as the 
economic strength of the sponsor, plan asset investment strategies, the plan’s benefit 
structure, or the plan’s demographic profile. In addition, current pension funding and 
pension accounting rules may also encourage plans to invest in riskier assets to benefit 
ft'om higher expected long-term rates of return. 


'The cost to PBGC and participants of defined benefit pension termirtations has grown in recent 
years as the level of pension underfunding has deepened. When Eastern Airlines defaulted on its 
pension obligations of nearly $1.7 billion in 1991, for example, claims against the insurance 
program totaled $530 million in underfunded pensions and participants lost $112 miUion. By 
comparison, the US Airways and United pension terminations cost PBGC $9.6 billion in 


1 7 

Currently, some measures exist to limit the losses incurred by PBGC from newly terminated plans. PBGC is 
responsible for onV a portion of all benefit increases that the sponsor adds in the 5 years leading up to termination. 

1ft 

The current premium structure relies heavily on flat-rate premiums, which are unrelated to risk. PBGC 
also charges plan sponsors a variable-rate premium based on the plan’s level of underfunding; however, 
not all underfunded plans are required to pay it 

19 In determining funding requirements, a higher expected rate of return on pension assets means that the 
plan needs to hold fewer assets in order to meet its future benefit obligations. Under current accounting 
rules, the greater the expected rate of return on plan assets, the greater the plan sponsor’s operating 
earnings and net income. However, with higher ejqwcted rates of return comes greater risk of investment 
loss. 
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combined claims against the insurance program and reduced participants’ benefits by $5.2 billion 
(see table 2). 


Table 2: Airline Pension Termination Information (in millions of dollars) 


Airline 

Fiscal year of 
plan terminations 

Benefit liabilitv 

PBGC liabilitv 

Net claim 
on PBGC 

Estimated 
participant losses 

Eastern 

1991 

1,686 

1,574 

530 

112 

PanAm 

1991, 1992 

1,267 

1,212 

753 

55 

TWA 

2001 

1,729 

1,684 

668 

45 

US Airways 

2003, 2005 

7,900 

5,926 

3,026 

1,974 

United 

2005 

16,800 

13,600 

6,600 

3,200 


Note: “Benefit liability” is the full value of the benefits promised to participants and their beneficiaries 
immediately prior to plan termination. "PBGC liability” is the amount that PBGC pays after agency limits 
are imposed. “Net claim on PBGC” is the difference between the PBGC liability and the assets PBGC 
obtains from the plan. “Estimated participant losses”, the difference between the Benefit Liability and the 
PBGC liability, and equals the value of the benefits that plan participants and their beneficiaries lose 
when PBGC takes over a plan. 

Source: PBGC. 


In recent pension terminations, active and high salaried employees generally lost more of their 
promised benefits compared to retirees and low salaried employees because of statutory limits. 
For example, PBGC generally does not guarantee benefits above a certain amount, currently 
$45,614 annually per participant at age 65. 20 For participants who retire before 65 the benefits 
are even less; participants that retire at age 60 are currently limited to $29,649. Commercial pilots 
often end up with substantial benefit cuts when their plans are terminated because they generally 
have high benefit plans and are also required by FAA to retire at age 60. Far fewer nonpilot 
retirees are affected by the maximum payout limits. For example, at US Airways fewer than 5 
percent of retired mechanics and attendants faced benefit cuts as a result of the pension 
termination. Tables 3 and 4 summarize the expected cuts in benefits for different groups of 
United’s active and retired employees. 


20This guarantee level appUes to plans that terminate in 2005. The amount guaranteed is atUusted (1) actuarially for 
the participant s age when PBGC first begins paying benefits and (2) if benefits are not paid as a single-life annuity 
Because of the way the Employee Retirement and Income Security Act of 1974 (ERISA), as amended, aUocates plan 
assets to participants, certain participants can receive more than the PBGC guaranteed amount. 
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Table 3; United Airlines Active Employee Pension Termination Benefit Cuts 


Plan 

Active 
employees 
in plan 

Actives 

employees with 
benefits cuts 

Extent of benefit cut 

1%to 

<25% 

a 25% to 
<50% 

> 50% 

Management, 
Administrative, and Public 
Contact Employees 

20,784 

19,231 

1,696 

15,885 

1,650 

Ground Employees 

16,062 

16,062 

11,448 

3,441 

1,173 

Flight Attendants 

15,024 

11,109 

1,305 

7,067 

2,737 

Pilots 

7,360 

7,270 

3,927 

2,039 

1,304 


Source: PBGC. 


Note: Calculation estimates made with l/i/2005 seriatim data 


Table 4: United Airlines Retiree Pension Termination Benefit Cuts 


Plan 

Retirees In 
plan 

Retirees with 
benefits cuts 

Extent of benefit cut 

>1%to 

<25% 

225% to 
<50% 

>50% 

Management, 
Administrative, and Public 
Contact Employees 

n.360 

2,996 

2,816 

104 

76 

Ground Employees 

12,676 

4,961 

4,810 

121 

30 

Flight Attendants 

5,108 

29 

27 

1 

1 

Pilots 

6,087 

3,041 

1,902 

975 

164 


Source: PBGC. 


Note: Calculation estimates made with 1/1/2005 seriatim data 


It is important to emphasize that relieving legacy airlines of their defined benefit funding costs 
will help alleviate immediate liquidity pressures, but does not fix their underlying cost structure 
problems, which are much greater. Pension costs, while substantial, are only a small portion of 
legacy airlines’ overall costs. As noted previously in figure 3, the cost of legacy airlines’ defined 
benefit plans accounted for a 0.4 cent, or 15 percent difference between legacy and low cost 
airline unit costs. The remaining 85 percent of the umt cost differential between legacy and low 
cost earners is attributable to factors other than defined benefits pension plans. Moreover, even 
if legacy airlines terminated their defined benefit plans it would not fully eliminate this portion of 
the umt cost differential because, according to labor officials we interviewed, other plans would 
replace them. 


Widely reported recent large plan terminations by bankrupt sponsors such as Umted Airlines and 
US Airways and the resulting adverse consequences for plan participants and the PBGC have 
pushed pension reform into the spotlight of national concern. The effect of various proposals to 
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reform pension requirements on airlines, PBGC, and plan participants will vary. The funding 
relief afforded by PFEA will expire at the end of this year and many agree that the current rules 
are flawed and must be fixed. Various proposals have been made to correct these rules and 
shore up the PBGC guaranteed plans, and these proposals are still being debated. The 
administration has proposed tightening the funding rules among other changes. Some of the 
legacy airlines with large shortfalls have endorsed another bill in the Senate for a 25-year 
payback period if current plans are fi'ozen. However, one legacy airUne that has better funded its 
plan, while supporting a longer payback period, opposes Ireezing their plan. 


Concluding Observations 

While the airline industry was deregulated 27 years ago, the full effect on the airline industry’s 
structure is only now becoming evident. Dramatic changes in the level and nature of demand for 
air travel combined with an equally dramatic evolution in how airlines meet that demand have 
forced a drastic restructuring in the competitive structure of the industry. Excess capacity in the 
airline industry since 2000 has greatly diminished airUnes’ pricing power. Profitability, therefore, 
depends on which airlines can most effectively compete on cost. This development has allowed 
inroads for low cost airlines and forced wrenching change upon legacy airlines that had long 
competed based on a high-cost business model. 

The historically high number of airline bankruptcies and liquidations is a reflection of the 
industry’s irtherent instability. However, this should not be confused with causing the industry’s 
instability. There is no clear evidence that bankruptcy has contributed to the industry’s 
economic ills, including overcapacity and underpricing, and there is some evidence to the 
contrary. Equally telling is how few airlines that have filed for bankruptcy protection are still 
doing btrsiness. Clearly, bankruptcy has not afforded these companies a special advantage. 

Bankruptcy has become a means by which some legacy airlines are seeking to shed their costs 
and become more competitive. However, the termination of perrsion obligations by United 
Airlines and US Airways has had substantial and wide-spread effects on the PBGC and thousands 
of airline employees, retirees, and other beneficiaries. Liquidity problems, including $10.4 billion 
in near term pension contributions, may force additional legacy airlines to follow suit. Some 
airlines are seeking legislation to allow more time to fund their pensions. If their plans are frozen 
so that future liabilities do not continue to grow, allowing an extended payback period may 
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reduce the likelihood that these airlines will file for bankruptcy and terminate their pensions in 
the coming year. However, unless these airlines can reform their overall cost structures and 
become more competitive with low cost competition; this will be only a temporary reprieve. 


As we have previously reported, the Congress should consider broad pension reform that is 
comprehensive in scope and balanced in effecL^l Revising plan funding rules is an essential 
component of comprehensive pension reform. For example, we testified that Congress should 
consider the incentives that pension rules and reform may have on other financial decisions 
within affected industries. Under current conditions, the presence of PBGC insurance may 
create certain “moral hazard” incentives - struggling plan sponsors may place other financial 
priorities above “funding up” its pension plan because they know PBGC will pay guaranteed 
benefits. Further, because PBGC generally takes over underfunded plans of bankrupt 
companies, PBGC insurance may create an additional incentive for troubled firms to seek 
bankruptcy protection, which in turn may affect the competitive balance within the industry. 


In light of the intrinsic problems facing the defined benefit system, meaningful and 
comprehensive pension reform is required to ensure that workers and retirees receive the 
benefits promised to them. Ideally, effective reform would incorporate many elements, among 
them: 

• improving the accuracy of plan funding measures while minimizing complexify and 
maintaining contribution flexibility; 

• revising the current funding rules to create incentives for plan sponsors to adequately 
finance promised benefits; 

• developing a more risk-based PBGC insiutmce premium structure and providing 
incentives for sponsors to fund plans adequately; 

• addressing the issue of underfunded plans paying lump sums and granting benefit 
increases; 

• modifying PBGC guarantees of certain plan benefits 

• resolving outstanding controversies concerning hybrid plans by safeguarding the benefits 
of workers regardless of age; and 

• improving plan information transparency for pension plan stakeholders without 
overburdening plan sponsors. 
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See GAO-04-90; GACM)5-i08T; GAO, Pension Benefit Guaranty Corporation: Singie-Empioyer Pension Insurance 
Program Faces Significant Long-Term Risks, GAO<»S73T (Washington, D.C.: Sept 4, 2003); Pension BeneRt Guaranty 
Corporation: Long-Term Financing Risks to Single-Employer Insurance Program Higldight Need for Comprehensive 
Reform, GAO-04-150T (Washington, D.C,: Oct. 14, 2003); Private Pensions: Changing Funding Ruies and Enhancing 
incentives Can Improve Pian Funding, GAO-04-176T (Washington, D.C.: Oct 29, 2003). 
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The variotis proposals for comprehensive reform advanced by the Administration and various 
members of Congress could be a critical first step in addressing part of the long-term stability of 
the private defined benefits system. While we understand the legacy airline’s liquidity pressures 
and their request for assistance, the uncertain efficacy of industry-specific relief needs to be 
weighed against the potential effects on both the industry and the government. At this point, 
because of a lack of a thorough understanding of those effects, particularly as they might change 
under various specific legislative proposals, we would suggest proceeding carefully, relying on 
sound fiduciary principles as a guide. 


This concludes my statement. I would be pleased to respond to any questions that you or other 
Members of the Subcoirunittee may have at this time. 


For further information on this testimony, please contact JayEtta Hecker at (202) 512-2834 or by 
e-mail at heckeri@gao.gov: or Barbara Bovbjerg at (202) 512-7215 or by e-mail at 
bovbiergb@gao.gov . Individuals making key contributions to this testimony include Joe 
Applebaum, Paul Aussendorf, Anne Dilger, David Eisenstadt, Charles Ford, Charles Jeszeck, 
Steve Martin, George Scott, Richard Swayze, and Pamela Vines. 


(644108) 
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Airline Pensions: Avoiding PurtberCotiapse 
Wednesday, June 22, 2005 - 2167 RHOB 


Thank you Mr. Chairman. 

I want to thank you and Ranking 
Member Costello for holding this important 
and timely hearing examining the status of 
airline pension plans. 

Obviously, the recent pension default by 
United Airlines brings a totally new meaning 
to the term “shock and awe”. 

The airline’s pension dump adversely 
impacts one-hundred and twenty thousand 
current and former employees and shifts $6.6 
billion to an already deficit-laden Pension 
Benefit Guaranty Corporation. 
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The corporation’s deficit on September 
30“* of last year was at an all-time high of $23 
billion. Further, because of risks to the 
entity’s long-term financial health, the GAO 
has placed the PBGC’s single-employer 
program on its high-risk list of agencies with 
significant vulnerabilities to the federal 
government. 

This type of retirement threat is a shot 
across the bow to every hardworking 
American who has ever contemplated 
retirement. 

In her testimony before the Senate 
Finance Committee two weeks ago today, 
Patricia Friend, International President of 
the Association of Flight Attendants summed 
it best this way, “These are not careless 
people who failed to plan for their 
retirement. They worked hard . They saved 
as much as they could , and they invested 
when possible . 


U.S. Rep. Eddie Bernice Johnson (TX-30) 
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Their only mistake was one of trust : They 
trusted the retirement promises United made 
for decades.” 

Mr. Chairman, hardworking Americans 
that place trust in their employers deserve 
better than waking up to the morning news 
and discovering that their retirement security 
has just been kicked out the door. 

Often times, pensions make the difference 
between adequacy in retirement and poverty 
in retirement. Real pensions are workers 
best bet for retirement security on top of 
Social Security. 

Unfortunately, less than half of the 
American workforce does not have a pension 
to supplement Social Security. 

We must find a way to keep large 
corporations from using the bankruptcy 
courts to dump pension plans. 


U.S. Rep. Eddie Bernice Johnson (TX-30) 
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Companies should not be allowed to 
abuse the system and dump the plans only to 
be picked up by the Private Pension 
Insurance Program. 

Employees must be given meaningful and 
reliable information about their pensions. 

As I close, I want to thank our witnesses 
that have come before us to testify this 
afternoon. 

I look forward to their testimony, as I am 
particularly interested in their thoughts on 
strengthening funding rules for pension 
plans, improved transparency for employees, 
and what we as a body may do to assist them. 

Thank you. 


U.S. Rep. Eddie Bernice Johnson (TX-30) 
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Opening Statement of 
The Honorable James L. Oberstar 
Aviation Subcommittee 
Airline Pensions: Avoiding Further Collapse 
June 22, 2005 

I want to thank you. Chairman Mica and Ranking Member Costello for calling 
today’s hearing to examine the airline pension crisis. I was here in Washington, as 
Administrative Assistant to my predecessor John Blatnik, when Congress approved 
the Employee Retirement Income Security Act of 1974, commonly known as ERISA. 
ERISA provided the framework for the Pension Benefit Guaranty Corporation 
(PBGC), which was created to protect the pensions of participants and beneficiaries 
covered by private sector, defined benefit plans. Because of the PBGC, thousands of 
workers have been able to enjoy a measure of retirement security when their employer 
is no longer able to provide for their pensions. PBGC has carried out its mandate 
very well, with over 3,500 pension plans under its protection. 

As of September 30, 2004, the steel industry accounted for 49 percent of all 
claims in PBGC trusteed plans. However, when you include claims for probable 
terminations that have become trusteed or announced since September, airlines now 
eclipse steel. The PBGC is currentiy mnning a |23 billion deficit, with a potential 
exposure of billions more if other airlines move to terminate their plans. 
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A combination of factors contributed to the under-funding of defined benefit 
pension programs, including the dramatic slide in the stock market, low interest rates, 
and the steady decline of 30-year Treasury bond rates. However, a closer examination 
of the PBGC’s current funding rules, which has allowed for the masking of the 
airlines’ true pension deficiencies, is warranted. I look forward to hearing from 
Bradley Belt, Executive Director of the PBGC, regarding the current airlines pension 
crisis, changes that need to be made to protect those employees with viable defined 
benefit pension plans, and how to ensure the continued solvency of the PBGC. 

Under the PBGC rules, companies with under-funded pension plans were 
required to make additional contributions, the so-called “deficit reduction 
contributions (DRC).” In 2004, we provided rcUef for the airline and steel industries 
from having to make the full DRC payments so that these industries would have the 
ability to recover from financial distress. However, as we have seen with US Airways 
and United Airlines, that relief came a litde too late to save their workers’ pension 
plans. With continued pressure on the legacy airlines from low cost competition, high 
fuel costs and the end of the two-year moratorium on full DRC pension 
contributions, we are coming dangerously close to seeing more bankruptcies in this 
industry, with the potential for further termination of worker’s pension plans. To that 
end, I look forward to hearing from Air Line Pilots Association as well as the 
Association of Flight Attendants on the impact of the plan terminations at US 
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Airways and United on their respective members, and their thoughts on moving 
ahead to protect remaining airline worker’s pension benefits. 

There are also several bills that are currently under consideration this Congress 
to help prevent the shedding of pension plans, not only by the airline industry, but by 
other industries as well. I am interested in the witnesses’ views of these various bills 
and how they might aid in ensuring the continued viabdity of existing pension plans. 

I look forward to hearing from the wimesses regarding their thoughts about 
how to avoid further collapse of airline pensions. 
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Statement of Rep. Jon Porter (R-NV) 

House Transportation and Infrastructure Committee 
Subcommittee on Aviation 
Airline Pensions: Avoiding Further Collapse 
Wednesday, June 22, 2005 


Mr. Chairman, I thank you for holding this hearing today to examine the current 
status of airline pension plans, the impact of the termination of both United’s and US 
Airways’ plans, and how ftirther terminations may be avoided. 

Over the last four years, the airline industry has recorded over $32 billion in 
losses, with an additional $5 billion in losses projected in 2005. A variety of factors have 
contributed to these losses including the economic slowdown, a decline in business 
travel, the aftermath of the 9/1 1 attacks, the SARS epidemic, increased competition from 
low-cost carriers, and soaring fuel prices. 

In addition to all of these difficulties, a combination of historically low interest 
rates and poor stock market returns have resulted in the pension plans of many airlines 
becoming significantly underfunded in a short period of time. Given that defined benefit 
pension plans on average held approximately half of their assets in stocks from 1995 to 
2000, the decline in stock prices meant a sharp decline in the value of many plans’ 
assets. 

In addition, 30-year Treasury bond rates, which served as the benchmark for the 
rate used by plans to calculate pension liabilities, generally fell steadily, raising 
liabilities. The combination of lower asset values and higher pension liabilities had a 
serious adverse effect on overall defined benefit funding levels. 

Airlines are having great difficulty coming up with the funding contributions 
required to return their pension plans to full funding. Already, fwo airlines in bankruptcy 
- US Airways and United Airlines - have either terminated their plans, or are in the 
process of doing so. As part of US Airways’ two bankruptcies, the Pension Benefit 
Guaranty Corporation (PBGC) agreed to assume responsibility for all of its defined 
benefit plans, and will pay US Airways’ current and future retirees an estimated $3 
billion worth of benefits. United’s total pension shortfall is estimated at $9.8 billion. The 
PBGC is expected to take over United’s plans, as well. 

PBGC generally does not guarantee benefits above a certain amount, currently 
$45,614 annually per participant at age 65. Because of this limit, higher-paid employees, 
such as pilots, may experience significant pension cuts if their plan is taken over by the 
PBGC. Additionally, benefit increases arising from plan amendments in the five years 
immediately preceding plan termination are not fully guaranteed, although PBGC will 
pay a portion of such increases. Further, PBGC’s guarantee is limited to the monthly 
straight life annuity the participant would receive if he or she were to commence the 
annuity at the plan’s normal retirement age. Therefore, employees who retired at an early 
age may experience significant benefit reductions under the PBGC. 
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On average, United employees, should receive about 80 percent of their accrued 
pension benefits, while US Airways employees should receive about 73 percent. 

Because the PBGC receives no federal tax dollars and its obligations are not 
backed by the full faith and credit of the United States, losses suffered by the insurance 
trust fund must, under current law, be covered by higher premiums. Therefore, healthy 
companies subsidize weak companies with underfunded plans, and may also face the 
prospect of having to compete against a rival firm that has shifted a portion of its labor 
costs onto the government. 

Mr. Chairman, this is a complex issue with a multitude of different factors that 
must be considered. I thank you again for holding this hearing and I look forward to 
hearing from the witnesses. I yield back. 
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Statement Rep. Tom Price 

House Committee on Transportation and Infrastructure 
Subcommittee on Aviation Hearing; Airline Pensions; Avoiding Further Collapse 
Wednesday, June 22, 2005 

Thank you, Chairman Mica, Ranking Member Costello, and the rest of the 
Aviation Subcommittee for allowing me to attend this very important hearing on airline 
pensions. With your permission I will submit my statement for the record so that we can 
move along quickly. 

The airline industry continues to amass losses as the industry becomes more 
dynamic both externally and internally. Losses of over $30 billion during the last four 
years have proven that the business model used by legacy carriers is outdated and under 
duress by high fuel prices and post 9/1 1 repercussions. 

A primary component playing into the equation of legacy carrier viability is the 
pension systems currently in place. The current model of defined benefit pension plans 
and the rules associated with it have come under scrutiny as two legacy carriers; making 
up approximately twenty-percent of the domestic airline market recently terminated their 
employee pension plans. 

There are no winners when airlines default on their pension plans. Employees 
now are planning for a retirement with a fraction of what they were originally promised; 
frirthermore, the Pension Benefit Guaranty Corporation (PBGC) - the government 
agency and guarantor of all pension plans is put more and more into the red. Eventually, 
the point will be reached when taxpayers have to bailout the PBGC if no action is taken. 
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The need for industry-specific reform couldn’t be greater. The statement made 
last week before the House Committee on Education and the Workforce by Mr. Bart 
Pushaw, an actuary with Milliman, Inc., and an expert on pensions, addressed this best: 

“It seems to make a lot of sense that if there 's one or two bad apples - and 
I don 't mean to say bad in a sense of malfeasance or anything like that - 
hut there ’s one or two bad apples in the barrel and the rest of the apples 
as both my panelists have mentioned are really doing very, very well, then 
perhaps it does make sense to deal very surgically and in a very limited 
way with those industries that you ’ve mentioned. ” 

Dumping pension obligations onto the PBGC will only exacerbate the current 
underfunding crisis. The PBGC does not receive any federal tax dollars and its 
obligations are not backed by the full faith and credit of the United States. Under current 
law, these obligations must be met with higher premiums. Therefore, healthy companies 
wind up bailing out weaker companies. 

The solution that I have proposed, H.R. 2106 - The Employee Pension 
Preservation and Taxpayer Protection Act, provides airlines with the flexibility needed to 
fund their defined benefit pension systems. 

Under the voluntary plan, an airline must freeze its plan or fund any new benefits 
in the year that they accrue. Then the airline is given 25 years to spread out their plan’s 
unfunded accrued liability and pay it down using stable, long-term assumptions. If an 
airline does falter, the Pension Benefit Guaranty Corporation’s benefit guarantees are 
fixed at the time of the pension freeze, thus insulating the PBGC and American 
taxpayers. 

This common-sense initiative is a responsible approach to the airline industry’s 
current pension funding problems. Airline carriers are not exempted from their 
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obligations. In fact, they have to make sizeable contributions each year in order to reduce 
their liability and ensure accrued benefits are being paid. Moreover, the Employee 
Pension Preservation and Taxpayer Protection Act does not provide any form of subsidy 
from the federal government. 

By addressing the airline pension problem in this manner, it decreases the 
likelihood for a taxpayer bailout of the Pension Benefit Guaranty Corporation. Moreover, 
airlines maintain their pension programs and fund these promises without shedding the 
liabilities. 

Airline employees benefit because they will receive the full benefits accrued prior to 
the freeze. The measure is also beneficial for the economy because it preserves a 
vital source of jobs and keeps the economy humming. 

Mr. Chairman, industry-specific reform that protects employees and taxpayers 
alike is what H.R. 2106 is all about. The dynamics of the airline industry have proven 
that the business model used to fund pension plans with a defined benefit system are no 
longer a viable option. My initiative offers a solution to this crisis, a solution that ensures 
the retirements of those who have worked hard to earn their pensions. 

### 



139 


/ 



Congressman John T. Salazar 
Opening Statement 

Subcommittee on Aviation: Airline Pensions Hearing 
June 22, 2005 

• Thank you Chairman Mica and Ranking Member Costello 
for holding this important hearing today. 

• lam hopeful this committee can be a part of the conversation 
regarding airline pension plans and the future of the airlines 
industry. 

• I was disappointed last month when the Federal Bankruptcy 
Court released United Airlines from its pension obligations. 

• I fear this unprecedented decision could have wide ranging 
consequences on both the economic security of airline 
workers and retirees, and the financial health of the Pension 
Benefit Guaranty Corporation. 

UNITED EMPLOYEES 

• United’s employees will face a $3 billion cut in benefits if the 
court decision is allowed to go through - that’s nearly a 20% 
deduction. 

• These are employees who have been loyal to their company, 
who have made wage concessions in the interest of the 
company’s long term financial health. . . 

• . . .And they believed their company would honor its promise 
to a secure retirement. 

• But the Court’s decision allows United to turn its back on 
employees in an attempt to emerge from bankruptcy. 


Page 1 of 2 
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PBGC FINANCIAL SOUNDNESS 

• Now I am a reasonable man and I believe we cannot allow 
the airline industry to continue its spiral downward. 

• I represent a rural area that relies on the presence of multiple 
carriers to bring down prices for consumers and to expand 
into new service areas. 

• But I am concerned that if we continue down this path, we 
will grind down the financial soundness of the PBGC. 

• Given the fimd’s current deficit, I worry about its ability to 
sustain another round of bankruptcy filings and the dumping 
of additional pension plans on the back of the US taxpayer. 

• I have cosponsored legislation, HR 2327, that would trigger a 
six-month moratorium on any pension plan dumping. 

• A moratorium would give United workers time at the 
bargaining table to save what they worked a lifetime for - 
their retirement security. 

• And during this time. Congress should work towards 
meaningful pension reform legislation to address future 
pension crises. 

• I look forward to hearing from the representatives of both the 
PBGC and the GAO on this topic. 

CONCLUSION 

• Again, I thank the Chairman and Ranking Member for their 
leadership on this issue. My hope is that Congress, industry 
and the employees of the airline companies can work 
together to secure defined benefit plans and ensure promises 
are kept. 


Page 2 of 2 



141 


Testimony of Mark S. Streeter, CFA 
Managing Director 
North American Credit Research 
JP Morgan Securities 
Before the Subcommittee on Aviation 
United States House of Representatives 
June 22, 2005 

Chairman Mica and Members of the Committee, thank you for inviting me to speak this 
afternoon. My name is Mark Streeter and I am responsible for airline credit research at 
JPMorgan. I would like to provide the Committee with a credit perspective on the airline 
industry and how the pension issue and other economic factors will continue to impact 
airline credit quality and access to capital. I will focus my comments on the remaining 
legacy airline defined benefit plan sponsors, specifically Delta Air Lines, Northwest 
Airlines, Continental Airlines, and AMR Corp. Please note that my testimony and 
statements are my personal views and do not represent the official position of JPMorgan. 

Are the credit markets concerned? 

Unfortunately for the airlines, the credit markets are very concerned about airline 
industry fundamentals and looming pension obligations, particularly at Delta and 
Northwest, 


Using credit default swaps, it is fairly easy to estimate market implied default 
probabilities (Exhibit I). 

Exhibit 1: Credit Market Implied Cumulative Default Probabilities 


Cumulative Default Probability Before Time Period Expires 



0.5-Yr 

1-Yr 

2-Yrs 

3-Yrs 

4-Yrs 

5-Yrs 

AMR Corp 

6.9% 

13.1% 

32.2% 

45.0% 

57.0% 

61.2% 

Continental 

7.3% 

13.9% 

33.4% 

46.5% 

58.5% 

62,8% 

Northwest 

24.7% 

43,1% 

59.9% 

70,8% 

77.8% 

82,9% 

Delta 

32.8% 

54.6% 

69.2% 

79,4% 

85.4% 

89,5% 


Source: JPMorgan, based on 1 6-Junc-05 credit default swap quotes assuming 10% recovery in bankruptcy 


Based on current prices, the market believes with about 43% certainty that Northwest will 
file for Chapter 1 1 protection by June 1 0, 2006. For Delta, the implied one-year default 
risk is nearly 55%. Implied one-year default risk for AMR and Continental is relatively 
low, but rising to more than 50% when I extend the time frame to four years. These 
figures are slightly skewed by the sheer number of investors looking to hedge existing 
exposure to the airlines, but nonetheless the data are rather startling. 

Yields on unsecured debt obligations are incredibly high. Delta bonds due in 2009 offer 
an annualized 40% yield and are trading at 35 cents to the dollar. Northwest bonds due 
that same year offer a 37% annual yield and are trading at 46 cents to the dollar. 

Why are the credit markets worried? 

There are several reasons why the credit markets are worried. You have heard others 
testily about the disconnect between industry revenue and overall economic growth since 
the attacks of September 1 1 (Exhibit II). Increased low cost competition, the decline in 
business travel, internet-driven pricing transparency, and SARS are major factors. 
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Exhibit II: Industry revenue may not recover from the dislocation of 9/1 1 


Historically exceeding 0.90% of GDP, portion retained by U.S. Airlines now only 0.70% 



The industry has responded to the new environment by cutting costs and shifting 
capacity to more profitable international routes. For 24 months running, traffic growth 
has exceeded capacity growth (Exhibit III). Load factors are at record levels, yet 
yields remain fairly anemic despite numerous successful fare increases year-to-date 
(Exhibits IV-V). 

Exhibit III: Traffic continues to grow faster than capacity 


Capacity (ASM) and traffic (RPM) y/y % change 
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Exhibit IV; People flying more, more passengers stuck in middle seats 



Source: Afr Tr««port Association. 


Exhibit V: However, airfares have not kept pace with U.S. inflation 


LTM domestic yield <</m, 10) 



One bit of good news is that unit revenues are higher year over year as a result of the 
strong traffic performance despite the stagnant yield environment (Exhibit VI). 
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Exhibit VI: Traffic drives improving unit revenue trends despite weak yields 



Nevertheless, rising passenger taxes and fuel costs, which are beyond the immediate 
control of the airlines, have had a pronounced impact on bottom line profits. 

The industry’s tax burden is compounded by the lack of pricing power to effectively 
offset the government’s need to raise proceeds to fund security measures (Exhibit VII). 


Exhibit VII: Is airline travel a sin? Tax burden suggests so... 



19/2 Taxes = 7% ($15)* 1 992 Taxes = 7% ($29)* ‘ 2005 Taxes = 26% ($52)* 


"Sample itinerary assumes one-stc^ domestic round-trip with maximum passertger facility charge (PFC) per airport; S200 total price includes taxes and fees. 
Source: ATA research. 


I sFedera! consumption taxes and fees on flyers* 




PRODUCT 

% 

PRODUCT 


% 

Plane Ticket: One-Stop (S100)’ 

44.9 

Heavy Firearms / Ammunition 


11.0 

Plane Ticket: Non-Stop ($100)' 

26.0 

Distilled Spirits ($20)^ 


10.7 

Plane Ticket: One-Stop ($200)' 

26.0 

Pistol or Revolver 


10.0 

Plane Ticket: One-Stop ($300)’ 

. 19.6 

Can of Beer ($1.00)* 


5.0 

Pack of Cigarettes ($4.50)* 

18.2 

Telephone Service 


3.0 

Plane Ticket: Non-St^ ($200)' 

16.5 

^ip Ticket ($1,000)* 


0.3 

Plane Ticket: Non-Stop ($300)' 

13.3 

Bus Ticket 


0.0 

Heavy Truck /Trailer / Tractor 

12.0 

Rail Ticket 


0.0 

Gallon of Gasoline fSI.BOl' 

11.5 

Luxury Vehicle’' 


0.0 


’ lUxnl.trii) w<e> federally ipprMd $4.50 PFC 

'Taxed at tit per pack 

'Taxed at 1S.4C per latlon 

"Taxed at $2.14 per 7S0-n«IHUt«r bottle 

‘Taxed at SS.OO per tMM 
’ UntH 2001. 3.0* on yaluc > S40,000 


' The federal goytinmrotal» taxes the sale tires wer 40 pounds, coat. v»Wie. vaecloes, fgelgn Isiwad laaurarKe wd i^entd eUsir keimi walytti censidert federal taxes and feet only - does not exandae state 
and local taxes, whfOi can be especlaUy hi^ on alcohol and t^acco. 

Sources: ATA research; U.S. Internal Revenue Service; Bureau of Alcohol, Tt^cco and Firearms (ATF). 
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It is no secret that oil prices have risen dramatically. More importantly, jet kerosene has 
been impacted severely by the shortage of refinery capacity. Year-to-date as of June 17, 
crude oil had risen 39% while Jet fuel had increased 48% given the 68% increase in crack 
spreads (Exhibit VIII). I estimate that the eight successful fare increases in 2005 have 
thus far at best offset only half of the $16 per barrel increase in raw crude oil. 

Exhibit VIII: Crack spreads have risen faster than crude prices ytd 


Relative change in oil iCti Comdtyh jet fuel (JETINYPR, NRGIJETK) and crack spread (CRK532M1) ytd 2005 



30. W 13. 20. 27- 03- 10> 17- 24* 05- 10* 17- 24- 31- 07- 14- 21- 28- 05- 12- 1». 26- 02- <»• 16- 

i 0«. ;i«n.: .J«n- Jin- F«b- fib- feb- Feb- M«r- Mv M»r- Mar* Mar- tiff- Upr- Apr- Apr- May-. May- May- May< .: Jun- Jltn- . Jun- 

M, Os ; 05^ 05 05 05 05 05 05 . 05 05 05 05 05 05 O?;; : ; 05 ; 05 05. M 


Source: sicomberj artd JFMorian. 

Are the legacy airlines standing still? 

Despite accusations to the contrary, the legacy airlines are not standing still. The legacy 
majors have increased their unit revenue premium relative to the low cost carriers by 
about five percentage points while narrowing the cost disadvantage by more than one 
third (Exhibit IX). 

Exhibit IX: Legacy RASM premium rising, cost disadvantage falling 
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Fuel and employment productivity have improved, but not fast enough to offset the rise 
in input prices (Exhibit X). 


Exhibit X: Fuel and employment productivity improving, but not fast enough 



The difference between legacy and low cost carrier labor costs has narrowed (Exhibit 
XI). Nevertheless, the pace of change has been frustratingly slow, evidenced by the 
current battle at Northwest between mechanics and management and the Continental 
flight attendants’ refusal to approve a new contract. 


Exhibit XI : Labor costs converging, still higher for legacy carriers 



Source-. JPMorgan and company reports. 
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Given the state of the airline credit markets, counterparties are not willing to engage the 
legacy airlines in fuel hedges without cash collateral. As a practical matter, this makes it 
impossible for the legacy carriers to hedge fuel costs. I cannot overstate the impact of 
current and projected oil prices on profits. Based on oil prices from a few weeks back, I 
estimated then that the difference between operating profits and operating profits exclud- 
ing fuel in 2005 for the mainline carriers will total more than $15 billion (Exhibit XII). 


Exhibit XII: Ex-fuel profitability should continue to rise quickly 



2002 2002 . 2005E 2006C 


Mott: BaMd on U.S. non-rofjon«l Equity ftoMareh «ovora|o untvtfM (lo. oxeludM UAL ft UAHt). 
Seureo: ComiNny reports and f^Morgan ncimaws. 


Results for 1Q05 were bifurcated (Exhibit Xlll). The legacy airlines lost hundreds of 
millions each, while the low cost carriers reported much closer to break-even results in 
the seasonally weak quarter. 
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Exhibit XIII: 1 QOS profitability was weakest at legacy carriers 


10.05 pretax prof}t/(tossl $mtv 



How severe is the cash burn? 

My published base case year-end forecast of airline liquidity at the big four non-Chapter 
1 1 legacy majors, assuming average fuel costs for the year that are about 14% lower than 
current prices, shows significant declines in unrestricted cash and investments absent any 
further incremental capital initiatives (Exhibit XIV). Specifically, AMR will bum more 
than $700 million net. Continental more than $200 million, and Delta and Northwest each 
more than $1 billion. Again, these cash bum estimates are inclusive of capital raised year- 
to-date. 
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Exhibit XIV: Base case YE05 airline liquidity snapshot 


RPM (M) 
yr/yc X rt* 

ASM |M) 
yr/yr X chf 
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yr/yr X diy 
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f.SX 
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■3.0% 
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m 
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The industry’s ability to add incremental debt, although seemingly never quite exhausted, 
is rapidly diminishing. Since 2000, airlines have borrowed more than $27 billion. 
Leverage adjusted for aircraft leases has increased from 72% of adjusted capital to 104% 
(Exhibit XV). 


9 


150 


Exhibit XV; Industry added >$27 billion in debt since 2000 


Since 2000, total debt for majors up $27 bn; leverage up 32 points 



*Tota( balance sheet debt frius operating leases capitalized at Sx rent {annualiMd for 1005) for AAI, ALK, AWA, AMR, CAL, DAL, JBLU, NWAC, and LUV. 
Soiree: Cwnpany reports and JPMorgan. 


The credit rating agencies have been busy downgrading airline credit ratings (Exhibit 
XVI). Delta senior unsecured ratings have fallen 10 notches to Ca/C since the day before 
the September 1 1th attacks. Northwest ratings have fallen five and seven notches 
respectively to Caal/CCC-. Continental ratings have fallen six and four notches to 
Caa2/CCC+. Even AMR, which is in the best credit shape of the legacy majors, has seen 
its credit ratings cut by eight steps. 

Exhibit XVI: The agencies have been busy; Moody’s NWAC downgrade likely 



OCFAULT V OEFUALT DEFAULT 

AAI ALK AWA AMR ATAH CAL DAL TLYI JBUI NWAC LUV QANTAS UAUIl UAWGQ 
S/S N/N N/eWN N/S NM N/N H/D N/D S/N URD/Dev S/S S/S NM NM 

Ratings asdjned numerical value from 1 (for tsweu rating Ca/CC) to 20 (forhighnC tatlr^ Am/AAR), half pMnt incrementi for sptlt raOnga. 

Source; Noanberf, S&P, and Maody’!. 
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How can the legacy airlines raise capital? 

In order to raise capital, the legacy airlines have turned to non-traditional lenders. Delta 
has sold frequent flier miles forward to American Express and tapped General Electric 
for a securitized loan. Continental recently sold miles forward as well and borrowed 
against its last major unencumbered assets (Air Micronesia). 

It remains to be seen whether or not other vendors and manufacturers are willing to invest 
in their airline partners. Nevertheless, the proposed America West /US Airways 
capitalization includes proceeds from an airframe manufacturer (Airbus), hedge fund, 
traditional money manager, and airline maintenance provider (Air Canada). Therefore, 
we can conclude that the legacy airlines could perhaps tap some of these same sources for 
additional liquidity, especially if pension reform positively impacts the credit standing of 
the legacy airlines. 

Will pension reform force additional legacy airline Chapter 11 filings? 

Under some pension reform proposals, the airlines that sponsor defined benefit plans will 
face incredibly onerous payments. Relative to the 2005 required minimum contribution of 
$450 million. Delta has disclosed that its projected minimum funding under the current 
rules will increase by 33% in 2006 to $600 million, by 111% in 2007 to $950 million, 
and by 255% in 2008 to $1.6 billion. Northwest has yet to disclose minimum payments 
but I estimate similar figures relative to Delta (Exhibit XVII). 

Exhibit XVII: Pension reform/stock market rally needed for legacy survival 


[ US'trlajorajftines operating pr6nt/(Ioss)y'SBrt- '' 
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NWAC 

$9,254 
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$3,690 
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$3,829 

$3,748 

$3,948 

AMR 
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$8,894 
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$2,687 

$2,664 

$3,434 

DAL 
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$12,477 
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56.4% 
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$420 
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6.00% 
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-0.3% 


$600 
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DAL 

6.00% 

6.125% 

6.75% 
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9.00% 

10.00% 


14.6% 

-8.7% 

SIM 

$600 

$950 

UAUQf 

5.84% 

6.25% 

6.75% 

9.00% 

9.00% 

9.75% 

12.1% 

22.2% 

■9.3% 


TBD 

TBD 


" Wici'lOOl p«iniO)t I'ei'uilli. 

Source: JPMorgan and company reports. 

1 . NWAC 2006/207 minimum payments are estimated. 

2. AMR 2006/2007 minimum payments are estimated. 

3. UAL’s 401K/defined confribution costs are far from $0 and may total >$200 million per annum. 

In my opinion. Delta and Northwest wdll be forced to seek Chapter 1 1 protection and the 
tennination of defined benefit plans (likely during 2006 and perhaps sooner if oil prices 
rise materially from current levels) unless reform allowing for a longer-term amortization 
of deficits for sponsors that agree to freeze plan liabilities is passed into law. 
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Continental is not as exposed to rising payments given the nature of the airline’s defined 
benefit plan relative to Northwest and Delta. Nevertheless, the combination of the current 
oil price environment, current industry revenue, and higher required pension payments 
could force Continental to consider Chapter 1 1 as well in 2006. 

AMR has enough liquidity-raising options and current liquidity to perhaps bridge the gap 
between today’s environment and one where industry revenue and stock market 
improvement make required pension payments more manageable. 

The issues surrotmding credit balances and annual premiums, while important, are 
secondary to both the length of the amortization period and the interest rate to value 
liabilities in the cases of Delta and Northwest. 

For AMR, the interest rate assumption and premium payments are most critical given the 
company’s and its workers’ desire to maintain defined benefit plans rather than the 
freezing approach embraced by Delta and Northwest management. 

UAL is AMR’s largest competitor. Although UAL’s replacement defined contribution 
plan costs are significant, I nonetheless am concerned that AMR (and other legacy 
majors) will be at a strategic disadvantage to UAL going forward because of UAL’s 
successful elimination of its defined benefit plans. 

Are more legacy airline Chapter 11 filings inevitable? 

Legacy Chapter 1 1 filings are not necessarily inevitable. I believe that Delta and 
Northwest would prefer to avoid the Chapter 1 1 process. Management’s ability to do so 
is predicated on favorable airline specific pension reform and lower oil prices. 

Delta’s situation is fairly straightforward. I believe that management will continue to 
pursue an out of court restructuring. Delta is pursuing options to lower costs further and 
to bolster liquidity. The company just last week executed another $20 million debt for 
equity exchange in an ongoing attempt to reduce cash outflows. My view is that Delta 
will not file for Chapter 1 1 protection until the pension reform issue is settled if cash 
reserves remain adequate. 

Northwest is dealing with an unsustainable labor situation, especially in regards to its 
ciurent mechanic costs relative to peers. I expect that Northwest will eventually reach 
consensual deals on wage reductions with its labor unions. Management has yet to pull 
many of the liquidity strings that others have executed. I believe that with favorable 
pension reform and lower labor costs, Northwest’s ability to avoid Chapter 1 1 rises 
dramatically. 

For both Delta and Northwest, the variable with the most direct impact on survivability 
is oil. 

Would pension reform delay necessary industry rationalization? 

Most airlines and industry observers believe, as do I, that too many legacy carriers exist 
today and that further consolidation is inevitable. There are too many hubs and too many 
airline pricing departments, not too many mainline aircraft in my opinion. 
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Legacy airline hub and spoke networks were built to provide convenience that the 
consumer is no longer willing to subsidize through high fares. The legacy network 
rationalization process is already underway through initiatives such as hub de-peaking 
and more point-to-point flying. 

Further rationalization does not necessarily need to occur in Chapter 1 1 if the government 
allows the legacy airlines to pursue mergers that make economic sense. The government 
could also relax foreign ownership provisions, thereby affording domestic airlines the 
ability to seek capital from global alliance partners. 

If the government affords sponsors the flexibility to stretch payments out over a period of 
several years, the sponsors must be forced to maintain fiscal discipline in my opinion. 

I believe that airlines or other sponsors opting into a longer-term deficit amortization 
payment option should not be allowed to repurchase stock, pay dividends, or offer 
increased defined benefits even if funded with cash. 

Conclusion 

If the proposed pension legislation not supported by the legacy airlines is passed into law, 
I believe in what the credit markets are telling us, specifically that Delta and Northwest 
will likely file for Chapter 1 1 protection in 2006. If the airline defined benefit plan 
sponsors seek court protection, the PBGC’s shortfall will obviously grow dramatically 
and taxpayers and other defined benefit plan participants will suffer as a result. Nothing 
is guaranteed, but the ability of the legacy airlines to successfully restructure outside the 
courts is almost directly tied to pension reform that does not result in onerous near-term 
deficit reduction contributions. In order to function efficiently, the airline equity and 
credit markets require some degree of cash flow stability. The government has one of two 
choices in my opinion. Either pension reform legislation will add to the already high level 
of cash flow uncertainty or pension reform will provide some degree of comfort to 
creditors willing to participate in out-of-court restructuring solutions. 

Thank you once again for allowing me to speak to you today. 
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Statement of 

David R. Strine before the 
Committee on Transportation and Infrastructure 
Subcommittee on Aviation 
U.S. House of Representatives 
June 22, 2005 

Chairman Mica, Representative Costello, and distinguished members of the 
Subcommittee on Aviation, thank you for the invitation to testify on the U.S. Airline 
pension issue. I am honored to be here. Throughout my testimony, I will be presenting 
my personal views, which are not necessarily those of my employer. Bear Steams & Co. 

Summary & Introduction 

The U.S. airline industry is in miserable financial condition, and it is destroying 
shareholder value. Since 2000, the ten largest (in terms of traffic) publicly traded airlines 
have lost $10 billion in market capitalization, and the airline index (XAL) is down 64% 
vs. 20% for the S&P 500. I estimate that the industry has lost $30 billion since 2000, and 
balance sheets have weakened such that debt-to-equity ratios have increased to an 
aggregate 300% from 80% while net-debt-to-total-invested-capital ratios have risen to 
over 100% from 67%. 

The airlines have evolved into what is virtually a commodity-equivalent business with 
little to no pricing power. The growth of low-cost cairier market share has driven a 
structural change in the airlines’ ability to price discriminate, and the legacy cost carriers 
have not moved fast enough to change their high fixed cost stmctures. 

Through the Darwinian forces of the free market, the industry appears to be ripe for a 
period of consolidation. If oil prices remain high, that may occur regardless of whether 
or not more lenient standards for pension funding are applied to the airline industry. 

Nevertheless, while there are many reasons for the industry’s financial weakness, the 
defined benefit pension plan funding problem is the focus of my comments this 
afternoon. I will cover three basic questions; 

1) What are the financial implications of the airlines’ funding deficits? 

2) How would more lenient pension funding standards affect the airlines? 

3) What would a change in pension funding standards for the airline industry mean 
for shareholders? 
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1) What are the financial implications of the airlines’ funding deficits? 

Under ERISA (Employee Retirement Income Security Act) guidelines, we estimate that 
the airlines’ $14 billion defined benefit pension funding shortfall will require $1.2 billion 
in cash contributions in 2005. This is a significant number, but it is only meaningful 
when considered in light of the airlines’ ability to make the contributions based on their 
operating cash flows and unrestricted cash balances. Cash flow, of course, can be rather 
volatile as it is dependent upon oil prices, labor costs, and the revenue environment, so in 
this report, I provide a sensitivity analysis with different assumptions for oil prices. Each 
$l/bbl move in oil costs the airlines about $450 million annually. 

For 2005, the $1.2 billion in cash contributions represent about 90% of our operating cash 
flow forecast with oil at $50/bbl, and 13% of the combined unrestricted cash balances of 
the legacy cost airlines. Considering the airlines’ other obligations, such as principal debt 
maturities and capital expenditures, I estimate the legacy cost airlines could potentially 
bum about $4.3 billion in cash this year. 

This is awful, but matters do not improve next year. With the expiration of the Pension 
Funding Equity Act of 2004 at the end of the year, I estimate that the required cash 
contributions could increase 100%, to $2.4 billion in 2006, representing 60% of operating 
cash flow and 30% of projected unrestricted cash with oil at $50^bl. To provide some 
perspective on the importance of fuel costs, I estimate that, with oil costing $40/bbl, 
pension contributions would consume 38% of operating cash flow, while, with oil costing 
$60/bbl, the contributions would consume 150% of operating cash flow, (Absent a 
replacement of PFEA 2004, pension discounting next year would revert to the 30-year 
Treasury yield, and current-year DRC [deficit reduction contribution] requirements 
would be due in full.) 

When examining the airlines individually, my analysis suggests that pension-related risk 
among legacy cost carriers operating outside of Chapter 1 1 differs substantially. 
Considering the airlines’ ability to make the required pension contributions, in 
descending order, I rank the risk as follows: Delta Air Lines, Northwest Airlines, 
Continental Airlines, AMR Corp., and Alaska Airlines. 

All told, if air fares don’t increase (thereby helping airlines’ yield) and oil remains at 
current levels, without more lenient pension funding requirements, I believe both Delta 
Air Lines and Northwest Airlines face near-term bankruptcy risk, and others could be at 
risk longer term. 
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Exhibit 1. Pension Summary — Cash Impact ($ in millions, except per share data) 


($ in millions), except 2004 ABO per FTE 

Plan Type 

ALX 

DB/DC 

AMR 

DB/DC 

CAL’ 

DB/DC 

DAL* 

DBrt)C 

NWAC 

DB Plan 

ToUfr 

Average 

Dec>04 







Plan Assets (GAAP) 

607 

7,335 

1,281 

6,842 

5,425 

21,490 

Plan Benefit Obliqafions (PBO) (GAAP) 

910 

10,022 

2,863 

12,140 

9,245 

35,180 

PBO Pension Overfunded (Underfunded) 

(303) 

(2,667) 

(1.582) 

(5,296) 

(3,820) 

(13,690) 

ABO Pension Overfunded Underfunded) 

(161) 

(1.823) 

{1,131} 

(5,239) 

(3,565) 

(11,919) 

Post Retirement CH:rfigations (APBO) 

(76) 

(3,152) 

NA 

(1.835) 

(921) 

(5,984) 

^04 Assumed rate of return on p^an assets 

8.00% 

9.00% 

9.00% 

9.00% 

9,50% 

8.90% 

2004 Assumed discount rate for obligations 

5.75% 

6.00% 

5,75% 

6,00% 

5,90% 

5.88% 

2004 Asset Allocation: Equity/Fixed Incane (remainder=other) 

71%f29% 

52%/38% 

66%/28% 

50%/28% 

74W20% 

63%/29% 

20D5E Revenue 

2,901 

19,797 

10,703 

15,794 

11,873 

61,068 






4d 

— 

1.362 



””55185 

n3S3 

^5^55] 


”WS” 

2006E Operating Cash Flow (oil at $50fobl Base Assumption) 

343 

1,528 

673 

513 

916 

3,976 

2006E (derating Cash Flow (oil at $40/bbl) 

407 

2.336 

914 

1,189 

1,379 

6,225 

2004 GAAP PBO Funding Status 

67% 

73% 

45% 

56% 

^% 

61% 

2004 GAAP ABO Funding Status 

79% 

80% 

53% 

57% 

60% 

66% 

2004 ABO per 2004 FTEs 

12,446 

20,099 

29,422 

75,763 

90,616 

47,569 

2004 P&L DB Pension Expense*^’ 

78 

427 

293 

549 

444 

1,791 

20Q5E P&L DB Pension Expense*^ 

89 

380 

196 

440 

530 

1,636 

2005E DB Fusion CASM 

fl.34< 

D.20< 

0.22f 

0.2Sf 

0.57^ 

0.29« 

^05E After-Tax EPS Impact 

(2.12) 

(1.51) 

(1.90) 

(2.72) 

(3.93) 

(2-34) 

2304 DB Expense 

78 

427 

293 

549 

444 

1,791 

2004 Defmed Contribution & Profit Sharing Etqjense 

25 

163 

3D 

150 

NA 

368 

2004 Retirement (Healthcare) Costs 

9 

264 

NA 

76 

98 

447 

2004 DB CASM 

0.31 < 

0.23? 

0.35f 

D.38< 

0.49^ 

0.340 

2004 DC & Profit Sharing CASM 

0.10< 

0.09( 

0.04^ 

O.IOd 

NA 

0.070 

2004 OPEB CASM 

0.04f 

0.14^ 

NA 

0.05< 

0.11< 

0.060 

2004 Tout OB, DC, OPEB CASM 

0.44^ 

0.46< 

0.38^ 

0.53t 

0.59^ 

0.490 



Unrestricted Cash Balance (3/31/05) 

764 

3,017 

1,380 

1,815 

2,132 

Km 

2004 DB Pension Cash Ccmtributions 

49 

467 

0 

455 

253 

1,224 

200SE DB Pension Cash Contributions'^ 

58 

310 

136 

285 

420 

1^09 

2006E DB Pension Cash Contributions'* Plan Freeze and 20yr Amort. 

1 

30 

31 

150 

112 

325 

2006E DB Pension Cash Contributions'* Bush Proposal (7yr Amort) 

62 

269 

248 

400 

644 

1,623 

2006E OB Pension Cash ContrSution8''' PFW extras (Syr Amcrt!) '"'""" 

66 

345 

330 

700 

930 

K1?M 

200$E After-Tax Projected Pension Cash per Share Impact 

(148) 

(1.24) 

(1.32) 

(1,44) 

(3.11) 

(1.70) 

2005E Pension Cash Contribution to 1Q:0S Cash Balance 

8% 

10% 

10% 

16% 

20% 

13.3% 

2005E Pension Cash Contribution to 2005E Op. Cash Flow 

19% 

35% 

50% 

-181% 

883% 


2005E Pension Cash * Debt MaL'T Net Capex to 2005E Op. Cash Flow 

92% 

194% 

373% 

•900% 

2567% 

415.9% 

2006E (20yr Amort.) PensiM Cash Contribution to 2006E Op. Cash Flow 

0% 

2% 

5% 

29% 

12% 

8.2% 

2006E (7yr Amort) Pension Cash Contribution to 2006E Op. Cash Flow 

18% 

18% 

37% 

78% 

70% 

40.8% 

2006E (Syr Amwt.) Pension Cash Contribution to 2006E Op. Cash Flow 

19% 

23% 

49% 

137% 

101% 

59.6% 

2006E (20yr Amort) Pmsion + Debt Mat * Net Capex to '06E Op. Cash Flow 

57% 

103% 

110% 

276% 

145% 

132.1% 

2006E (7yr Amort) Pension * Debt Mat. * Net Capex to ‘05E Op. Cash Flow 

75% 

118% 

142% 

324% 

203% 

164.7% 

2006E (Syr Amort) Pension * Debt Mat. * Net Capex to '06E Op. Cash Flow 

76% 

123% 

154% 

383% 

234% 

183.5% 


Note: DB = defined benefit penskms where employer bears investment risk and DC - defined contr^ton pensbns plan such as 401 (k} where the employee assumes the 
investment risk. PBO- projected benefit obligation (assumes future wage infiation}; ABO accumilated benefit obligation (pension obligations already accrued, if a 
were tozen this would be GAAP analogous amount); APBO accumulated post lefirement benefits obligation; OPEB includes:-Postemployment Health Cate Ben^ts: 
medical, dental, vision, hearing, and odt®' he^related benefits whether provided sep»at^ or through the pension plan-^^ benefits: Ufe insurance, dis^illty, 
long-twm c^, etc., when provided separately from a defined benefit pension plan. Operatmg Cash Flow = Net Income + D4A+ pension ea^jense; 
assumes no impact from change in net woriwig coital. 

1) Continentars 2005E required pension contribution is $266 rnHIior}: however, ii the tiite above, whkb houses on cash we exdude $130 minion in sto(* 
contributed to the plans year-to-ds4e. Similarly, pension expense is $235 miion. frKxjgh we exdude $43 million in curtailment charges. 

2} Delta froze its DB plan as of 12/31/04, efiminating friture service accruals, though wage nc^esees will still be factored into benefit calculations. 

2004 pension expense excludes oirtaiiment charges. 

3) Basedoncomp»iy2004 1(»(. 1Q:05 lOQdata, 1Q:05conf«encec^, conpany guidance, artd Bear Steams estimates. 

4) Steams' Forecasts: 2006 Forecasted pension cash contrbuficMis cssume erqiirafion of the Pension Funding Equity Ad of 2004. Three scenarios (assuming 
even atwtfeatoi r^ayment schedule): 1) assumes plan freezes and a 2)-year DRC amortizafon. 3 assumes a 7-ye»^ DRC anorlizabon (Bush proposal), 

and 3) assumes PFEA expires ^d a 5~ye^ C^C snortizadtm. 

Actual company results may vary con^raUy. Please see our Sept. 2003 AkSne Pension report for more irrkmation. 

Note: Firms may be able to contribute limited amounts of stock in certain drcumstances instead of cash. In addition, fimis may apply 
for IRS waivers that could allow them to spread payments out over five or so years. Furthermore, interest rate changes, asset returns, 
and legislative changes coutd have significant impacts on these forecasts. 

Sources: Bear Steams & Co. Inc. estimates; company reports; con^any guidance. 


Source; Bear, Steams & Co. Inc. estimates; company reports; company guidance; First Call. 
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While ERISA and the Internal Revenue Code rules dictate funding periods ranging from 
as few as three to as many as 30 years, after surveying our companies and for purposes 
of this report, we assume for simplifying reasons that deficit reduction contributions are 
repaid in five years under current law and would continue to be due in this time frame 
should PFEA expire without replacement. 

2) How would more lenient pension funding standards affect the airlines? 

The longer the period of amortization of pension funding requirements, the lower the 
cash bum rates and the lower the probability of bankruptcies at the legacy cost airlines. 

When viewed in the context of operating cash flow, I believe that most airlines will 
survive outside of bankruptcy even without any change to pension law given that many 
carriers have defined contribution plans rather than defined benefit plans. However, 
assuming oil at $50/bbl and no change to labor costs, I estimate that both Delta and 
Northwest’s operating cash flow could be insufficient to fund their pension plans and also 
meet debt obligations and capital expenditures in 2006 without more lenient pension 
funding requirements. 

I estimate that pension cash contributions for the legacy airlines would fall 87% to 
$300 million from $2.4 billion in 2006 if the amortization period for funding pension 
obligations were to change from four years to the 25 years which has been proposed in 
Representative Price’s bill — the Employee Pension Preservation and Taxpayer 
Protection Act of 2005 (the companion to Senator Isakson’s bill — the Employee 
Pension Preservation Act of 2005). Under this scenario, I believe bankruptcy risk 
declines significantly, even for the weakest legacy cost airlines — Delta and Northwest. 

On the other hand, using the seven-year amortization period that appears in both the 
Bush Administration proposal and Representative Boehner’s (R. Ohio) bill (Pension 
Protection Act of 2005), I estimate that the pension cash contributions would fall 32% to 
$1.6 billion from $2.4 billion. Under this scenario, my cash-bum analysis suggests that 
Delta and Northwest would likely file for bankruptcy. 

If both Delta and Northwest were to file for Chapter 1 1 and execute distressed 
terminations of their defined benefit pension plans, the risk of eventual bankruptcy at 
American Airlines and Continental Airlines increases as they will have a significant cost 
disadvantage. In combination with the recent terminations of pension plans at United 
Airlines and US Airways, this would result in 45% of the industry’s capacity operating 
with the advantage of having eliminated defined benefit pension plans. 

That said, if either Delta or Northwest is unable to lower other costs, refinance 
principal debt maturities in 2006, or raise funds through other means, even a 20-year or 
longer amortization may not be enough to prevent bankruptcy. However, I believe that 
more lenient funding requirements would likely make it easier for the airlines, and for 
Delta and Northwest in particular, to attract funds from the capital markets, which would 
thereby reduce the probability of Chapter 1 1 filings. 
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Exhibit 2. Pension Catch-up Payment (Deficit Reduction Contribution) — sensitivity to 
Varying Amortization Periods 
Key Assumptions 

1 . GAAP ABO approximates ERISA Current Liability. 

2. GAAP ABO Funding Deficit is comprised solely of unfunded new liabilities. 

3. Asset returns and interest rates are neutral during 2005. 

4. Excludes any assumptions about 2006 normal costs. 

Illustration of Straight-line Amortization Schedules (per year contribution) 

Based on GAAP Pension Disclosures 


(US$ millions) 

ALK 

AMR 

CAL 

DAL 

NWAC 

Total 

2004 Plan Assets (GAAP) 

$607 

$7,335 

$1,281 

$6,842 

$5,425 

$21,490 

2004 Plan Accumulated Benefit Obligation (GAAP) 

$768 

$9,158 

$2,412 

$12,081 

$8,990 

$33,409 

2004 ABO Funding Level 

79% 

80% 

53% 

57% 

60% 

64% 

2004 ABO Shortfall 

(161) 

(1,823) 

(1,131) 

(5,239) 

(3,565) 

(11,919) 

2005E DB Contribution 

$58 

$310 

$266 

$285 

$420 

$1,339 

2005E YE ABO 90% Funding Gap 

($26) 

($597) 

($624) 

($3,746) 

($2,246) 

($7,239) 

2006E DRC Funding Requirement Based on Above 




4 years 2006-2009 (absent new law) 

($7) 

($149) 

($156) 

($936) 

($562) 

__ 

7 years 2006-2012 (Bush/Rep.Boehner proposal) 

($4) 

($85) 

($89) 

($535) 

($321) 

($1,034) 

15 years 2006-2020 

($2) 

($40) 

($42) 

($250) 

($150) 

($483) 

20 years 2006-2025 

($1) 

($30) 

($31) 

($187) 

($112) 

($362) 

25 years 2006-2030 (Senate bill) 

($1) 

($24) 

($25) 

($150) 

($90) 

($290) 


Note: Assumes 2004 ABO shortfall is equal to 2004 current liability funding level and funding level 
rises to 90% over stated period. 

Note: 2004 likely reduced funding gaps a touch as assets rose, offset by declining interest rates. 
Note: CAL reached new labor agreements in March, which could reduce future funding obligations. 
Note: Includes estimated 2005 DB contributions and assumes no interest rate impact. 

Note: the four year amortization is an example of the pension funding timing for deeply 
underfunded plans under the present pension law. 

Note: Delta disclosed that its current liability funding deficit at July 1, 2004 (its most recent data) 
was $2.6 billion and its plans were 75% funded. 

Source: Bear Steams estimates, company reports. 


3) What would a change in pension funding standards for the airline industry 
mean for shareholders? 

A special exception to the funding requirements under ERISA for the airlines is not 
enough in itself to cure the ills of the airline industry and halt the destruction of 
shareholder value. Although shareholders and creditors of the airlines that face the 
most severe liquidity problems, particularly Delta Air Lines and Northwest Airlines, 
could benefit in the near term from more lenient pension funding requirements, such a 
change only extends the window of opportunity for these companies to remedy the 
inefficiencies in their businesses and reduce their operating costs so they can begin 
the hard work of repairing their terribly distressed balance sheets. Even excluding the 
pension issue, the operating cost structures of these companies are uncompetitive. 

Whaf s more, if extending a life line in the form of pension relief serves to delay the 
reduction of other costs or keeps companies afloat that would otherwise shrink in 
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Chapter 1 1 or via Chapter 7, thereby wringing some capacity out of the system, the 
result may well be disadvantageous to airlines that already have defined contribution 
plans or have enough operating cash flow to cover their required defined benefit 
pension contributions. Of course, Chapter 1 1 itself has been harmful to the overall 
welfare of the airline industry because it sets up a lopsided playing field and does not 
necessarily result in consolidation or a reduction of supply. 

Ultimately, I believe shareholders will benefit most if the natural forces of the free 
market determine the fate of the airline industry. Under such conditions, making 
decisions on how to invest is an easier process. However, without change to the 
bankruptcy laws and antitrust hurdles, which would allow for the consolidation of 
weak businesses, a laissez faire policy on pensions will do little to improve conditions 
for shareholders. Accordingly, barring changes in other areas of law that would 
provide for a more efficient marketplace, I believe shareholders will benefit from a 
change in pension law that allows airlines to freeze defined benefit pension plans and 
amortize their required cash contributions over a period well beyond the seven years 
noted in the Bush proposal and the Boehner bill and closer to the 25-year period 
noted in the Isakson (S. 861)/Price (H.R. 2106) bills. Of course, if oil prices continue 
on their current trajectory, it may not matter. 


Thank you. 
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Appendix: Cash Burn Sensitivities: 

Scenario: NO Debt Refinancing 
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-MO)- 

$1.6 

($0,1) 



($0.0) 


$3,284 

$1,607 

$1,416 

$1,979 

$606 

$2,465 

$313 




Mth of Ca^ Left with oil at $40A*I from 1Q:D5 end to threshold^ 

CFPos 

CFPos. 

7 

fS^Hj 

9* 

CFPw, 

9* 

CFPos. 



2Q4Q:2(»SE Cash fWjBum) Oil $4Sibb1 

($22) 

SIM 

($6«) 


(123) 

$565 


$132 

.J!12L- 

($0.0) 



($0.1) 

$0.3 

($1.8) , 

■pM 

($01) 


($02) 



$2,995 

$1460 

$1,171 


$S93 

$2,473 




$157 

ii7n»rrar3irrri!Pri'w??i7r™wipT7T:i!!ff!P!!!^ 

g* 

”£FTi? 

. , , * 





CF Pos. 



|2Q-4Q;2005E Cash Flow (Bum) 06 @ $S0/bbl (Bass Caas) 

frgMi 

($27) 

($890) 


■OH 

$554 

($») 

$101 

($54) 

($26) 


■tLM 

■BIM 

■sm 


MM 

$1.5 

($02) 

$0.3 

($0,1) 


l1,M-|tsWf lAesHAPS! .tJ'd'lill H'l '"II'' ij— — 


mibm 

IMS . 



$2,462 





Mth of Cuh Lafl i^th oil at $S0fbblfrofn 1Q:03 and to UtnahoM 

ioi 


> 



CF Pot. 


CFPoi. 

9 

9* 



taiMiii 






$65 

($M) 

-Lm 


($1.7) 

($0.4) 

ff3Ji 


miL. 

$1.5 

J»^L_ 


i5PJl_ 

JWJL 


$2,415 

$1227 

$679 

$1,329 

$566 

$2,450 

$282 




’ T'fs^arrTri' *.”ir!!!iM*!ifi!IH5EESE™ 

9« 

9> 

2 


9> 







($24) 

($0 8) 

($1,362) 

($38i 

($2 21. 

-.($0^2) 

iSo 1 

$1.5 

- 16M1_ 

$11 

$02 

($139) 

l»iL. 

($0.1) 


$2,125 

$1,100 

$<33 

$1,144 

$553 

$2,438 





Ulh ol Cosh Lett with ol si SeObbl liom 1Q:0S and to threahoM^ 

9* 

9* 

__2_^ 

9- 

9* 

CFPos. 

9* 

CFPos. 

3 

9* 


($1,182) 

($407) 

($1,621) 

($1,171) 

■EM 

$511 


$36 

i$1»Ji 




($111 

($4 5) 

i« 21 .. 

■tUM 

$14 



. .1»81 . 

..-5PJ] 


$1,636 

$973 

$187 

$961 

■KM 

$2,426 

$263 




MIh of Cash Lefl with oil at $65lbbt from 1005 and to thrihold' 

9* 

8 

2 


SIIqHI 

CFPw. 

6- 



9* 


(1) Optraliiifl Caih Flow • Net k>e«tK * OtA* pcntleii (xinaM; mvm«i flo im^d Irwn ctiang* i* ad ««U>« cipbl 
AituniM «ndt prie* d tSOibU in ]0-40:«. IncorporaUi hedpt poiUoni. 

(2) AssURicc AMR hMB rtpurdiu* $104inn ladlitlM ImM du* in dOflS. 

(3) Can bum analysis '» Icr nina-nionib andad Oac ZOOS (bass assumpilon oil at SSO/bN) 

(4) AssuiMi ne addilonil nm-eash (ibck d subsidiary) canlnbutiQn n 06 panilon pisru. 

(5) Wbera monlRS d can lafl sicaad 8 months, pisasa sae 2006 

Souma:B8arStaams&Co., and company raporls. 


I AMR — T — CAL r OAL r"wSc~i JBIU ' T LUV f mI ~1 AWA"']’ FRhT~~ | 

i^ncamlaw l I $1,500 t" SlOOb T »1-SW> 1 <1-^ ! S150 I »750 | tiOP T , » 00 I ^ T - lilZJ 

Sourca: Bear Slaams' estimatss 

As points of rata-enca, we nolo that AMR achiaved its last-minute deal with labor last April with $12 bawn (7%d LW salas) « (sawsmeiad cash and aouwaSenfc, 

UAL ^d tor Oiaptsr 1 1 on 1ZS/D2 widi $1.3 billion (9% ol LTM sales) In unresdetad can and e«iivalaMs (YE ZOQZI. 
and US Air anlarad Chwtor 1 1 on «i1 IA)2 wltt etosa tt $900mn in cash (30:02 balance was SSOOmn) ( 13% rf ITM sdas) 


(US $ in millions) 
(isti matad Unrs 


7 
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Scenario; NO Debt Refinancing & PFBA Expiration (5’Yr Amortizationi 

AsofOVOm 


iCish How/Bum 2d'(%E jUS$ miiliohs) 

AMR 


DAL 

BSSSi 

BSSEB 

IIQlQIlll 

ngm 

9a3B 





■■■■ 

■■■■ 

HHHHH 

hhhhhi 

mm 

'■93 

'999 

ij99|[ 


iW"l'iTladfr 

$2,713 

KiKH 


mmm 


$1,095 

$99 

$439 

$108 

$50 


$2,336 

$914 


w^m 


$1,058 

$73 

$407 

$72 

$39 


$f,932 

■nnni 

Km 

■sn 

Hi^3HI 

$1,021 

$47 

$376 

$36 

$27 


$1,528 




WEEM 

$985 

$21 

$344 

so 

$16 

lOperatingCF (alter lax) I66ft*l 

$1,125 

H'.M 

mmm 


$148 

$948 

($5) 

$312 

($35) 

$4 


$721 

i^l 


ibiM 

$122 

$911 

($30) 

$261 

($71) 

($7) 


$317 

■BOB 

KSIh 

■ED531 

$96 

$874 


$249 

($107) 







■■HH 

■■HHi 

■■■■ 

■■■■ 

' 



$210 

$175 

$530 

$228 

$188 

$426 

$30 

$138 

$59 

$35 

[% Pension Centributions’ 

$345 

$330 

STOP 1 

ssx 

NA 

NA 

NA 

$66 

NA 

NA 

Dad)! Maiunbes 

$1,328 

$533 


$994 

$108 

$604 

$15 

$57 

$101 

$18 


■}■■■■ 

■■■■I 



mgs 






lEstimaled Uivesiricted Cash Balance at Calendar 4Q;0S’ 

$2,705 

$1,353 

$925 

$1,512 


$2,462 

$291 

$872 

$199 

$149 

Unreidricled Cash Balance at Crdendar 4Q;04 

$2,929 

$1,460 


$2,459 

■EZaM 

$1,305 

$334 

$874 

$306 

$149 


$830 

$7 

■mBni 

(1519) 

■GM 

$65 

$SS 

$179 

($52) 

($3) 


$2,3 

$00 

($12; 


■i^S 

s^n 

$0.1 

$0.5 

($0.1) 

($0.0) 

2006E End of Year UnresWcled Cash $35/bbl 

$3,535 

$1,361 

$488 

$963 

BK33HI 


$346 

$1,050 

$147 

$146 

’TTfi^irm-ns r-irrxi* ifiirriTri—i 


CFPos. 

Ch 11 R«* 






Ch. 11 Risk 

338 

• "TTi T 


HIESB 

($774) 

WESEM 


■m 



■ma 

mmm 


$1.2 

($0.3) 

(J2.n 

($21) 

Kn 

$0.1 

hiesqh 

■K2EHi 


($0.0) 

* Ti —MM 

$3,158 

$1.2X 

$151 

$739 

$509 

$2,490 

$320 

$1,019 

$111 

$135 

Mlh of Cash Led nidi oil at 540*bl from YE 2005 lo IhreshoW' 

CF Pos. 

33 

Ch 11 Risk 

6 

73 

CF Pos. 

CFPos, 

CyPos. 

Ch. 11 Risk 

63 


'~«9*'' 

7Mr 

($1.1131 

($1,028) 


■ ■■■(g)..- 

$3 

$115 

-JlViL. 

($26) 


$01 

($0.71 

($3.0) 

. m 


■QEH 

$0.0 

$0.3 


-Jg-IL 

20Q6E Bid of Year Unreslricted Casn $45*bl 

$2,754 



$484 

$483 


$294 

$967 

$75 

$123 

Wth of Cash Left with oil ai $4S*bl from YE -(K lo threshold' 

CFPos 

iniiiiiii 


5 

54 


CFPos. 

CFPos. 

Oi.llRisk 

35 

2006E Cash Row (Bum) Oil 6 ISOftbi (Baaa Case) 

($355) 

■irrgfeiii 

■nmi 

HSESH 


msm 

■liSlM 

warn 




($1.0) 

($1.0) 

■CgMB 

<$3.S| 

■SEM 


-Mjl- 

$0.2 

MUM 

f 

2006E Bid of Year Uniwstrictid Cuh 550fbbl 

$2,350 

$912 

■■□Hi 

$230 



$288 

$955 

$40 




It 


* 

■luH 

HilMHi 


■cTPm. 

ChTlilSiF 

BuH 


($75«) 


($1,790) 

($1,537) 


■H^B 

($49) 

$52 

($195) 

SSB 


($21) 


($4 9) 

($4.2) 

($0.4) 

($0.2) 

. m.... 

$0.1 


($0.1) 1 

2006E Bid of Year UnresInOed Catfi $56«bl 

$1,946 

$808 

NU 

NM 


$2,380 



BKSHI 

$100 1 

• Tiaf-irr-rn »— ir-K» 

19 

6 

(5i TT^ 

2 

35 

252 

■HgUI 



HIgHI 


"(ii352'r 

($715) 

($2,121) 

($1,791) 

($174) 

($118) 



HPSMH 



($3-2) 

{S2.0) 

($5.01 

($4 9; 

($0.5) 

($0.3) 


Booh 

■OilJHI 

IHQ^B 

2006r End of Year Unrestnoed Cash $fi0/bbl 

$1,542 

$635 

NM 

NM 

$406 

$2,343 

^HSEHi 

■IM 

H— 

wmmm 

Mtn of Catfi left with oil at SCOAbI ficm YE 2005 lo Kueahold' 

12 

t 

Ch 1” Rs* 

3 

30 

174 

31 

miSM 

EiiEtSI 


2I)05E Cash Row (Bum) Oh A SdS/bbI 

($1.$M) 

($882) 


l$2.M6) 




iBi 

SSI 

■MHI 

Cash Flmr (Burn) per Oav $65/bbl 

■raw 

($2 4) 

($68) 

($56) 

($0 5) 

($0 4) 

(R.3) 

($0.0) 

($0.7) 

■Sb 

2006E End of Year Unreslricted Cash SES/bbI 

■sisa 

$461 

NM 

NM 

$360 

$2.»7 

$192 

$860 

NM 


Mth ol Cash Lafl with oil at $65/bbl from Y£ 2005 lo threshold' 


5 


2 

26 

132 

23 

$07 

Ch ifRisr 

_jLJ 


(1) Operating Ctth Flow • Nit IncMi* * OAA* p«<i«i«i iipmic; hiimi m input from chiigi ii Ml laMUag nplUl 
AiMinii cnidt prksi «l tMMI (a 2H«. hcerporttn hidg* potlliont. 

(2) Auumi* ne vldMonal non4«s)i (ttKii of Mbiidvy] cmiiMlIon to 06 pmian plini. 

(3) AesumM cnidi pM of SSfVMil In 2O-4O:0S. For NO Mt riinaicing «e«n«ie In 2006, munei ao debt nfiiMncitg ii 2005. For dibl tiflnincine somsie ki 2006, aesumii iMt rofinaiEing m 2005. 

(4) Choptor It flik; epiratng iHti cuti hrn mdeiin bilinco l« bikiw tirishold c«h WmI. 

(5) FRNT ti In 2007 Marcti-onang FIkU Yov, biH osMAvpitan oil W S3Mbl hr cMndw 2006. 

Sbunse: Boar Slim 6 Co., and cenpiny raporti. 


<US$ in millions) 1 AMR \ CAL | dS (" >iWAC "I S'LLTI LUV ) AAI [-’ALK | AWA [ ^FRfiT~l 

[Eitirn'itedUnrwtiictodCMhConcam'Lii^ " f Sl’sOO | $1,000 I >1,500 [ SI.IOO ' 5150 5750 . |~"$l6o ' I S30b' j'~ $200 "| 575 ~1 

Source: Bear Stems' esbnatas 

As poiils of refvence, we noli that AMR achiavad Its IW-mnuli deal witi labor laal April witfi $1 J billion {7% of LTV alias) n uraesiicled cash and equwsents, 

UAL Hedfor Ctivlir 11 on 1219/02 widi 51.3 bilion ^ of LTW saies) In vmuctad casn *id e^Mnts (YE 2002), 
and US Air enlared Chapter 1 1 on 5/1 1A)2 nidi doaa to 5900inn in cash (30:02 b«vice was 5900mn) (13% ol LTW sales). 


8 
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Scenario; NO Oe/jf Reffnanc/ng S Bus/iBoe/inerProposa/ (7-Yr Amortization) 


TnWKKtM 

AMR 

_CAL 

OAL 

BSISli 

■ESI 

LUV 

AA, 

imuii 

'IjK^IIIII 

mn; 


immi 


■■■■ 

jump 

BHIii 

mi 

fmmmm 

KflHI 

imi 

mi^ 

'i\"inf!K^r.i^tnise:*9wamaiKaiaaitaaiatataataiaM 

■9301 


mmm 

Mm 

$252 

$1,096 

$99 

$439 

$108 



$2,336 

$914 

Blt» 

$1,379 

$226 

$1,068 

$73 

$407 

$72 



$1,932 


Km 

TC™ 

$M0 

$1,021 

$47 

$376 

$36 

$27 

.sT-r rt-sr nrw.cir 

$1,528 

■m 



$174 

$935 

$21 

$344 

$0 

$16 


■□m 

Km 

■itua 

■om 

$148 

$948 

($5) 

$312 

-- {|3SJ_ 



sm 

$319 

($165) 

$361 

$122 

$911 

($30) 

$281 

m 

($7) 


$317 

$146 

($5(») 

$106 

$96 

$874 


$249 

($107) 



■■■■ 

■■■ 

WBB 


liillii 


■■■ 

■■■■ 

IHHI 

■■■■ 


■Ef-ZTiMI 

KiUJB 

mpxym 

■E^KI 

(■raaBi 

$426 

$30 

KiF9i 




$269 

$248 


$644 

NA 

NA 

NA 

■si 

NA 

NA 

Debt Maturities 

$1,328 

K’‘‘'‘'M 

wBsm 

$994 

$106 

$604 

$15 

iUMyiu 




— 

■MM! 









Estimated UnreMricled Cash Balanee at Calendar 40.-05’ 
Unrestricied Cash Balance at Calendar 4004 

$2,705 

$2,929 

$90$ 

SUB 

Sml 

tnai 

■BHia 

$580 

$449 

($44) 

$2,462 

$1,305 

$65 

$291 

iSt 

$55 

$872 

$874 

S1I2 


B 


$2.6 

$02 

($04) 

($0-6) 

($01) 

$0.2 

$0.1 


($0.1) 


26O6E End of Year Unredricled Cash $35ftibl 

$3,610 

$1,443 _ 

$788 

$1279 

$535 

$2,527 

$346 

$1,054 



Mth of Cash LeO w»i oil at W5*t)l from YE 2006 to threshold' 

CF Poe. 

PMijly.FK 


21 

116 

CF Pos. 

CF Pos. 

CF Pos. 



2006E'tohFlow|Bum)Oiie$40fbb< 


Mrnnii 


■TgM 

_J*”) - 

$29 

$29 

$150 

$•! 

-Ell- 

CashFlovrlBS^ir^^DayW^ 

$1.4 



lai 


$01 



($0.2) 



$3,233 

Kiftiai 

■cm 

noai 

$609 

$2,490 





Mth of Cash Lefl with oil at $4Q/bt>l h-om YE 2005 to threshold* 

CFPos 

100 

0.11 Risk 

10 

73 

CF Ftos, 

CFPos. 

CFPos. 

Ch.ltRi^ 

63 


$125 

($155) 

($5131 

($742) 

($951 

- tl»L_ 

$3 

$119 

($125) 

($26) 


$0.3 

($06) 

($2.21 

($2.0) 

($0.3) 

($0.0) 

$00 

$0.3 

($0.3) 

miL, 


$2,829 

$1,186 

$t11 

$770 

$483 

$2,464 

$294 

$990 

$75 


1 

CFPos. 

25 

Oi-llRdi 

7 

54 

2J24 

CFPos. 

CF Pos. 

Ch.lIRi^ 

35 

2006E Cash Row (Bum) Oi! @ SSOftibl (Boh Cate) 


■flEM 

tatBti 

KSK 

mSSm 


MaflK 

$57 

($160) 

($37) 


MRHM 

SSB 

(■m 

Ktaai 

■CT| 

BS5S 

mmm 

$0.2 

-{Mil 

-MIL- 





mUB 


■^bk 

$259 

S9S9 




■ifi 


reimmi 

Bm 

mam 




Ch. 11 Risk 



($513) 

($413) 

($1,490) 


fek'Si 


-- {1551- 

155 

-mg- 

--QM-L- 


($1.91 

($1 3) 

($4.11 

($3.4) 

...mi 


-{MJJ 

$0.2 



k'l't'-* al SF 1? *^1 .'■ V 

$2,022 

$890 

NU 

$261 

$432 







21 

9 

Ch. It Risk 


35 


^■I^B 



—MB 


($1,017) 

“5m" 


($1,50$l_ 

($174) 

($115) 

($74) 

$24 

-miu 

($50) 


($3.0) 

($1 7) 


($4 1) 




$0.1 

(».6) 

umu 


$1,610 

$717 

NM 

$6 

$406 






Mth of Cash left with ot at SdO/bbl from YE 2006 to toreahold*^ 

13 

6 

Ch 11 Risk 


30 

174 










2006E Ceeh Flow (Bum) Oil A $6Sftihl 

($1.<«11 

BM 

($3.1»«J- 

MLaZSl 


■^«L- 

mu 





($4.1) 

uni 


■gM 

(»5)_ 

($0.4) 

...mu. 

im . 


H^K 


$1,214 


■mi 


$380 

$2,»7 

$19? 

$864 



’Ti--irrT:ni mraBEsaaarsEa«i 

to 

BIB 

ISSQiO 

BS 

26 




miij23 



(1) OptriUag Ciih Fl«w« N«l kicom* * 0«A* ptntbii attumtt fi» tingKlfran elMoV* Ni MtawUit 

AiiwiiH entfi prlet ef In »(K. heerpentM kcdg* 


(2) Atumes ne tddilionti oon-eatfi (*Bdi of iub«id»y| conlnbubon to 06 gonwn pt«n«. 

(3) Aioumao oniM prie* of »(Vbbl in 2040:05. For NO 0»l re<in«iemg oewiaho »i 2005, OHumot no Ml t««Mncfig m 2005. For dabi rolninoitp «e»n»ie m 20», luumet Ml rsfinwinj r 2005. 

(4) Cb«pw 1 1 ftak’ oporatng with eoih burn tnO e«th balanco l« balow msholO ca*h lava!. 

(5) F6NT la In 2007 March-wtdng FiMal Yo«, baaa aaaumption oil at 5S(Vbbl lor calwdv 2006. 

Sourca: Bear Stems & Co., and compaty raporia. 


(USIin milliona) CAL I OAl I NWAC I JBLU I LUT~1 _Vtl'~r _A LK . I 

feitimatad UntwaWctad Ciih Concam Uvil " | ii.BOO I 51.000 I $1,500 I 51,100 I 5150 [ 5750 | $100 | 5W | S200 i._ _57.5_ 

Sotioe' 6ea Steams' esbmates 

As points of rsteenw, we note that AMR achieved its laal-minirto deaf wilh labor last April wiOt $17 bdSon (7% 4 ITM aalas) m wvesbicNd cash and aiaweionls, 

UALfHediorChapler 11on 12/9A}2wllh $1.3 bdlion<9%afLTM8alea)in unasbxtled cash artdawvMens (YE 20021 
taid US Air entered Chapter 1 1 on 5/11X12 wAt dose to $900<nn in cash (3002 balance was $900mn)(l3%p< LTM ealas] 


9 









163 


Scenario: NO Debt Refinancing & Pension Pian Freeze /20'Yf Amortization Proposal 

Ai ef0m3/D5 _________ 


^asB Flow/Bum 20M£ (USS millions) 

AMR 

CAL 

DAL 

BSiB9 

BSSII 

SBH 

■GSM 

iiai 

BCMi 

'■gaaiB 

;7i'>ai'*y7,ii 1* I' 1 1 

mum 

■■■ 

mm^ 

hbh 

BflBI 

BBBI 

flBMI 

iBBBI 

BBB| 

l■■■l 

a' ' . T~if » m^^mnnggngnmiigiiiiiiiiiiiiiii 

12,713 

Uhdia 

wmm 


1252 

11.095 

199 

1439 




12.336 

IS 14 

WVTjH 


1226 

11.056 

$73 

1407 

:aB 

!BB3B 


mmm 

131 


■im 

1200 

$1,021 

147 

$376 

.HM 

'■KBB 


■Ma 


■3EH 

BCSuMI 

1174 

1965 

121 

$344 

10 

$16 


■UEa 

KH 

■nBM 


1148 

1948 

($5) 

1312 

_.-C|35L_ 

14 

lOperaljiig CF (aftertax) SSCIM 

1725 


■lilM 

■ESMI 

1122 

1911 

-Am. 

1^1 


m 



nai 

■utfiia 

■TTP^I 

196 

$874 


1249 

($107) 

($19) 





BIB 

919 

HBB 







1210 

■n™ 


■SOI 

BiMH 

1426 



$58 

$35 

DS Pension Coofributiorts’ 

130 

131 

■im 

Km 

— 

Brsfli 

HW 

■H 

NA 

NA 

Debt Maturities 

11,328 

■Esai 


9^B 

SB 

SM4 

iBiiii 


$101 

118 


■■■■1 

■■■HI 

■■■■1 

hbh 

BBS 

SfiB 





Esdimated Unrestricted Cash Btfance at Caiendar 4Q:0S‘ 





1560 

BWR3B| 

$291 

1872 

$199 

$149 

Unrestricted Cash Balance at Calendar 40:04 


um 



1449 



BS5 

1306 

B'fflBf 

MOBECaahRiwKi'oir^SbW"' 

mmm 

WES3M 



■Kisa 

■mi 

■PM 


($52) 



13.1 

108 

103 


(10.1) 

10.2 

10.1 

$0.7 

(10.1) 

($0.0) 

200^ End of Year Unrestncled CaSi $35*bl 

13,^ 


11.038 


1535 

$2,527 

$346 

$1,115 

$147 

$146 

Wm of Cash Left with oil al 135*01 from YE 2005 to Streshoid* 

CFF^ 


CFPoe 


116 

CF Poe. 

CFPos 

CFPos. 

Ch.UFtisk 

338 

JSIlJ 

“iTir*" 


■Bl 


ra..,. 

12S 

129 

1211 

(188) 

($14) 


12.1 

103 

Him 

■LM 

($0.2) 

$0.1 

Wl 

10.6 

($0.2) 

($0.0) 

w 1 V J 1? w la^ ■BHtSWBWBBBWi 


11i29 

__5W_ 



$2,490 

1320 

$1,083 

$111 

$135 


MetiKSM 

CFPoe. 



73 

CFPos. 

CFPos. 

pFPos. 

a.iiFM 

63 




Hggi 



-IHi 

$3 

$180 

($124) 

($26) 



KUi 

HSSB 

(10.6) 

(toj)- 

®:0i_ 

10.0 

$0.5 


(10.1) 

2006E End of Year Unrestncled Cash l45*bl 

msEm 

mSEM 


11 301 

1483 

12.454 

$294 

$1,051 

$75 

$123 

Mth of Cash Left with oil » $45*b! from YE 1)5 Id ihreshold' 

CFPoe. 

■aw 

iiHflrW 

•23 

54 

2,524 

CF Pos. 

CF Pos. 

lainni;,?-!! 

[__ 35 

2006E Cash Row (Bum) OH @ SSOfbbI (Base Case) 

■ESB 

wmm 

HSM 

■cm 

■nw 

BgEB 

■cm 

■SB 

1^5' 

($37) 

. llla,.4«ai - .a*. rl f'- ., ■ 

■ai» 

■nm 


1 

1 

■ran 

Bnam 

BU1|B 

$0.4 

■^SB 

— (^1)-- 



11JM 

123 

11.047 

145? 



11.020 

■IE3B 

$112 

MthofCaih Lett wfthWS TsaWfrorn YE 2005 tothrwhdd^ 

HImSI 

*• 

COTTStli 

HuBi 


kS 






ISl 

■naa 



■acii 


tatik 

1118 

■mi 


C.*FI»(B»n),»D.,S55M 

mssm 

(10.7) 

■sn 

■^M 

(10.4) 

(10.2) 

($0.1) 

$03 

($0 5) 




11.107 

NM 


$432 

12.380 


$988 

$4 

noo 

• riaf-srr-rn y^ir^V+M.rrrr.*** 

BIS 


Ch IIRieA 



252 



a. irKsT 

18 

- fr^.TT TTIT. T T!!!— — 

■oa 

KEm 

■asm 


■m 

BSi 

■m 

IcaB 

($231) 

(160) 

Cash Flow (Bum) per Day S60*bl 

(173) 

(lU) 

■cm 

■^SB 

■[SBB 

IBM 

■raa 

$0,2 

■ -msi- 

<«2) 

2006E End of Year Untesincied Cash lS0*bl 

11,857 

1933 

■Eni 

■I^JH 

1406 

12.343 

$217 

1956 

NM 

$89 


■H 



5 


174 


■"cfTsr 

Oi.11Riel< 

15 


(11J51) 

■UiDB 

iSI 

( 11 . 228 ) 


(liML. 


153 

($267) 

(IT?) 


{334) . 

W 

■on 

(13.4) 

i».5) 

HSZIB 

_JED 

101 

_J?L7L 

— 


11.453 

mmm 

■EEll 

1283 

BBI: 


1192 

1925 

■cm 

■Em 


12 

' 

l£SliEii3 

* 

26 

SB 

23 


KMn-iPi' 

_JLJ 


(1) Optmliig Cuh Heir* * 04A* *<n«leA «ip«n««; mmimi n» imiMCI Iren etjng* ki Ml upbl. 

Amhimi ervde price «l $}«Abl Ui 20«6. Inccipcrjrtn herige pcclUefli. 

(2) AsHiRiM nc idditMncI fwn-eish {itock ol ubcirivy) connwcon le 06 pemien picne. 

(3) Atwmes crude price cl SSObbl w ZO-4Q:OS. For NO debt r«fln«Klng aceneno m 2006. nsuniet no doM rafriineng ei 2005. For debt reCnenong lotnvio in 2006, autinwi debt iifiienUng in 2005. 

(4) Cdupter 11 rlik: weeing wldi citfi burn endeein belence i« below tireihold caah lewl. 

(5) PRNT la n 2007 Uarclv«ndng FienI Year, base catumptlon oil etiSOibei lor calender 2006. 

Soma. Bear Stamia t Co., and coinpsnyreparti 


(USSin milliona) ^ I AMR T C AL I DAr~ T WWAC I JBLU I ~T UV I AAI I AIK | AWA |" FR>n'~j 

[Eatiinai^UnwaWrtrt&ah^ r~l1,5lloM »Tow"T^i500~T SI-loT"! H5o' | ST'SO I ~Tr00 | $3W j t2b0 | >75 | 

Source, bear beams' aabmaics 

As polnls of reference, we note nat AMR achiend Ha laal-minule deal wiffi labor Iasi April win 612 bMion (7%ol LTH aMae) in ureesbwled cash and aqvivalsnia. 

UAL Sled lor Chapter 11 on 1215/02 wn $1.3biicin(9%DfLTM cafes) in uweancled cash and equivafenta (YE 2002). 
and US Air entered Chapter 11 on 6/11^2 wiPi close ID SSOOmn in cash (3Q;02 bal once was $900nHi)(l3%(4LTMaMea). 


10 
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Scenario: With Debt Refinancing of 80% of Maturing Amount 

As efomwb 


r*rn n a niini’.ri^^T 4tfi:^fniniil 

-TiF- 

WKrrm 

0«. 

NWAC 

JBLU 

LUV 


ALK 

KSQB 

FRNf 


ll|M|i| 


IHHI 

HHHI 

MHH 


■HH 

■■1 

umii 



$1,766 

$693 

Kirn 

wEsm 

HtSMw 

$775 

$37 

$330 

$155 

$36 


$1,476 

$566 

KiS 



$763 

$22 

$306 

$113 

$28 

re’T'^-Trfetfn »eir»* wr 

$1,186 

$439 


Bm 

hSSh 

$751 

$9 

$283 

$71 

$21 


■an 

$312 

■m 

Mssm 

HESsSH 

$740 


$259 

$29 

$13 



$186 

t$12^) 

— 

$86 

$728 

($10) 

$236 

-JM™ 

$6 


$316 

$59 

(067). 

WBSSB 

$73 

$716 

($20) 

$212 


(SSL-. 


$26 



-MIL. 

$60 

$704 

($29) 

$189 

-1$97)_. 

— JISl — . 

r.>k nu-iioatinni 












$361 

$169 

$42C 

mKfrim 

$56 

$148 

$61 


$30 



$172 

$136 

$95 

$336 

NA 

NA 

NA 

$39 

NA 

NA 


$0 

$0 

SO 

$0 

■K2BH 

so 

$0 

$0 

so 


bebtMatimties 

$135 

$113 

$100 

$» 

Maai 

$8 

$2 

$9 

$13 

$3 






SBH 







$3,017 

$1,380 

$1,815 1 

$2,132 


$1,908 

$364 

$764 

$254 

$175 

Unrestric^ Cash Balance a) Calendar 40:04 

$2,929 

$1,458 

$1,799 

$2,459 

fegw 

, $1,3015, 

$334 

$674 

$306 

$149 


$1,097 

$276 

$247 

wEsm 

wmm 

$619 


$215 

$112 

$7 


$40 

$10 

$09 

$07 

$0.2 

$2.3 

(E.1I.. 

$0.8 

$0.4 

$0.0 

rrra^Tmr— 

$4,114 

$1,656 

$2,062 

$2,326 

$683 

$2,527 

$339 

$978 

$365 

$182 

Mth of Cash Left with oB al $3^ »om 10:05 end to Ihre^d® 

CFPos. 

CFPos. 

CFPos 

_CTP06_ 

CFPos 

CFPos. 

9* 

CFPos. 




$607 

$149 

$1 

$10 

$54 

$601 

($41) 

$191 

170 

($0) 


$2.2 

$04 

$0.0 

$0.0 

$0,1 

$1.7 

(«.1).. 

$0.5 

$0.2 

($0.01 

2005E End of Year UmestfietBd Cash J4b*bf 

$3,824 

$1,529 

$1616 

$2,142 

$670 

$2,516 

$323 

$955 

$323 

$174 

MIh of Ca^i Let! w«h oil at $4Ci*bl from 1 0:05 end to thre^if 

CFftis. 

CFPos. 

CFPos. 

CFPoe. 

CF Pos 

CF Pos. 

9* 

CF Pos. 

CFPos. 

S-f 

20-4Q:2005E Cash Flow (Bum) Oil 6 $4&fcbl 

$51$ 

$22 

($244) 

($174) 

$41 

$596 

($54) 





$1.4 

$01 

($0 7) 

(JC5) 

$0.1 

$1.6 

...mil 

$0.5 


($0.0) 


$3,535 

$1,402 

$1,571 

$1,956 

$657 

$2,504 

$310 

$931 



* ^fe^ir n IT 

CFPas 

CFPos. 

9* 

9- 





CF Pos. 


2Q:4Q;2()bsE Cash Flow (K/m) Oil @ $S0ft)bl {Base Casa) 


($105) ^ 

($490) 

iBna 

$20 

$584 

mm 

$144 

($14) 

($15) 



■MB 

■tmaa 

MEM 

$0.1 

$1.6 

■ESM 

$0.4 



($0.0) 




■t»™ 

■rnr™ 

$043 

$2,492 

$300 

$908 

$239 


Mth of Cash Uft with oil at $5imi from 10:05 Ktd to ihreihokf' 

IEmSS 

BS 

-Hg 

■3 

CF Pos. 

CF Poi. 

9e 

CFPm. 

9+ 

9* 


f$0.2) 

($232) 

($736) 

($5<1) 

$14 

$572 

($73) 

$121 

{««L_ 



($0.6) 

($2 0) 

(>15) . 

$0.0 

$1.6 

. m). 

$0.3 


JiL- 

Uj. rixj j!BL/ni?r 

$2,955 

$1,148 

$1,079 

$1,591 

$630 

$2,480 

$291 

$884 

$197 

$152 

luth of Cash Left with al at SS5/ht))5om lUDSend to threshold' 

9* 

9r 



CF Pos. 

CF>os 

9* 






($359) 

($M3) 

($735) , 

$1 

$561 

MM 


...ML. 

-JSJiJ. . 


($1.0) 

($1.0) 

[$2 ?l 

($2.0) 

$0.0 

$1.5 

MEM 


MM 

($0.1) 


$2,665 

$1,021 

$833 

$1,407 

$616 

$2,469 

■SB 



$146 

Mth of CKh Lett with oil al $60A)bl from 10 05 end to threshold^ 

9* 

9* 


9* 

CFPos. 

CFPos. 



SSB 

9* 

2Q-4Q:2D0SE Cash Flow (Bum) Oil liSAbI 


($«»*) 

■OHn 


($13*) 

1549 

liiiM 

ss 


_,jn5L 


f$1.8) 

($13) 

■SEH 



$1.5 


so,! 




$2,375 

$a»i 

m^im 

$1^23 

$603 

$2,457 

$272 

mmm 

BIDEBI 

$140 

Mth ^ Cash Left wrlh oil at $65/tbl from 1Q:0S end lo threMiold' 

9* 


MBM 


9* 

CF Pos. 

S* 



9* 


|1) OpM'atlflg Citk Fl«w * N*< kicen* * OAA* f utyna nft fram eti«n«« la M Mrtng eapHil. 

AHiinin eni<l< pfkt el UWbbI In 2Q*4Q:IS. Ineoi^ntH k«4g* potKiant. 

(2) AnsumM AMR hai to raguraaaa S104nn (aeiliiia* bond duain 40M 

(3) Cath bum snnlyiit ii lor nina-monlh «n«id Ok 2005 (bwe auumpbon oit «t SSOAblj 

(4) Atdumet no iddidonil non-cuh (iBek efbubsidiiry) convibutlon to 06 ponaion pUm. 

(5j Where months el cash tell exceed 9 montha. plene see 2006. 

Sburea: BearSlesns t Co.,aidcenisanyraoaru. 

(USSinmilhQOS) [ yWR I CAL~ ] PAT I NWAC I JBLU ]' LUV I ALK i A WA I PRNT~1 

lEitlmitedOttreiWrtedCaih Concern Level ~ 1 >T>00 [ Slw" !' >1.500 I 61.100~ \ tISO 1 , <TS0 . I , $100 _ | 6300 | «00 T . PS .....I 

Source; ^ar Sleane' ssbmaWs 

As points of reterence. »e note Ihal AMR achiewed is la8l^7linute deal wiJi tabor last April nrti $1.2 WDwi (f% o4 ITU sMee) in utHesPieSd cash and eairvalenS. 

UALNedfcir Ow>ler It on 1219/02 widi$1.3bilton (9%o(LTMseies)lnunra8ticledceM>ir<d aqutvWnb (YE 2002), 
and US Air entered Ch^der 1 1 on 8/1 1/02 *iti cloae to $900mn in cash (3Q132 balance was $900mn) (13% ol LTH sales) 
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Scenario: With Debt Refinancing of 80% of Maturing Amount & PFEA Expiration (5-Yr Amortization) 

Atofosmjzis 


7n^— 

la 


OM. 

iBsa 

IBSai 

\BBSM 

11^9 

ilU 

jin 

[■HH' 



■■■ 

mu 

{HHI 

!■■■ 

ISHB 

[■■Hi 



iBBi 


$2,713 

$1,045 

$•526 

$1,633 

$252 

iKm 


$439 

$108 

550 

si^g, , I 

52,336 

$914 

$1 189 

$1,379 

$226 

$1,058 

$73 

$407 


$39 


$1,932 

5788 

$«S0 

$1,124 

$200 

$1,021 

$47 

$376 

$36 

K7 


51.526 

5666 


iKa 

■OBBI 


$21 

$344 

$0 

$16 


5lj125 

5493 

$173 

$616 

$148 

5948 

($5) 

5312 

($35) 

54 

V?'r'n*an 

5721 

5319 


$361 

$122 

1911 

($30) 

5281 

($71) 

($71 

A- - Aw-a~.T~«i 

5317 

$146 

($503) 

$106 

$96 

5874 

(554) 

$249 

($107) 




■■Mi 



BiS 

^BSH 

■HH 





5210 

$175 


'Msm 

msEm 


530 

$138 

559 

535 

DB Pension Contributions’ 

5345 

5330 

$700 

5930 

NA 

NA 

NA 

566 

NA 

NA 

Debt Maturities 

5266 

$107 

$147 

5199 

522 

$121 

53 

$11 

■jl^il 

54 


■■■■ 

■■■■ 

■■■■ 

■■■■ 

'■g||■l■l 

■■Hi 

■■■H 

BBBBI 



Estimated Unrestricted Cash Balance at Calendar 4Q'0S‘ 


$1,275 

$1,326 

51.775 

$643 


Hl^niil 

$908 


$1% 

Unrestricled Ca^ Balance at Calendar 40.-04 


51,460 

$1,799 

$2.4% 




■ESHI 


5149 


■iglM 

WESM 

WKSEJm 

g^i 



■C23M 

$224 

528 

$12 

:«hR.w(a,5ip,D.,»»bi, 

$52 

$12 

$04 

mmm 


$15 

502 

$0.6 

50.1 

$0.0 

S006E End Year Urveslricled Cash 53546! 

$5,137 

$1,709 

$1,474 

$2,051 

$685 

53.041 

$367 

$1,132 

5266 

$171 

Mth of Cash LefI with »\ at 535461 frcm YE 2005 to fireshold* 

CFPos 

CF Pos 

CFPos 

CFPoe 

CF Pos. 



CFPos. 

CFPos. 

CF Pos. 

2006E Cash Flow (Bum) Oil @540/bU 

51,S16 

5303 

■mm 

$22 

$1$ 



$193 

(57) 

_ 


54.2 

50^ 

■QEH 

$01 

WEm 

■QQli 

■^xS 

$0.5 

(50.0) 

lO.O 

2006E End of Year Unreslricted Cash $404bl 

$4,760 

51 578 

$1,137 


WK^m 

■BESai 

■BSH 

$1,100 

5232 

$160 

^"7cS’ Left Willi oil al 5404131 from YE 2006 to threshold* 

CFPos. 

CF Pos. 

Ch 11 Risk 

(^Pos. 

CF Pos. 

CF Pos, 


CF Pos. 

65 

CFPos. 

20D6E Cash Flow fBum) CHI e 54S/bbl 

~$'i.nl~ 

$177 


■isaiw 

($10) 

$475 

HiLH 

$«1 

($43) 

($11) 


$30 

$0.5 



($0.0) 

$1.3 

50.0 

$04 

($0.1) 

($0.0) 

2Q06E End of Year UtKesIncled Ca^ 545461 

54.356 

51,45: 

$796 



mwsm 

$315 

$1,069 

$196 

5148 

Mth of Cash Left with oil at 545461 from YE -OS to threshold* 

CF Pos. 

CF Pos 

Ch.11 Risk 


600 

mzai 

CF Pm. 

CFPos. 

11 

89 

2006E Cash Row (Bum) Oil g ISO/bbt (Base Case) 

5708 

■191 

WESSM 

■rmi» 

KH 

WESM 

■mat 


irii) 

($23) 


51.9 

$0.1 

■gCM 

MBHM 

MgM 

$1.2 

($0.0) 

$0.4 

($0.2) 

($0,1) 



$1,329 


■ffitte 

WESm 

tt,930 

$281 

$1,037 

$161 

$136 


■£1^3 



■aifi 

KS 


i(k9 

CFPos. 

8 

44 


$304 

($119) 

($1,203) 

($742) 

(562) 

$402 

($37) 

$91 

($114) 

IS” 

Cash Flow (Bum) per Osv 555461 

$0.8 

(JC.3) 

(53 31 

.:52.0) 

($0.2) 

$1 1 

(».1) 

$0.3 

($0.3) 



$3,549 

$1,156 

$121 

$1,033 

$562 

$2,894 

$263 

$1,006 

$125 

$125 

•-ritf-srrTn 

1;fT« 

i? 

Ch 11 f6s« 

ll 

96 

tPP’os. 

64 

" CF>cis. 

4 

29 

2006E Cash Row (Bum) Oil & $$0ft>bl 

($100) 

{«921 

($1,541) 

I$m) 

(W8) 

5385 

($831 

$«6 




(W.3) 

i$oei 


($2.71 

($0.2) 

$1.0 

($0.2) 

$0.2 

($04) 

I$0.!1 


$3,145 

$982 

hJW 

$778 

$556 

$2,857 

$238 

$974 

$89 

5113 


lio 

11 

Ch tiRisk 

8 

68 

CTPoT" 

38 

■cPToT" 

3 

22 


(5504) 

J!*«L. 

l$1.$7» 



$328 


$34 

($188) 

'($s*l 



($1.31 

($5.1) 

(53 4) 

(»3) 

$0.9 

.($0-2). 

$01 

■EBMI 

■PiCTBl 


■on 

$809 

NU 

5524 

5530 



$942 

■ni 



Bhi 



i 

5i 


BSi 

Cf^ ^OS 

— y-- 



(1} Ofwrillng Cith Flew* Net kiccmt • OtA* ptneleii eiMMiee; ateemei flo ieipeet Iren ehiige ia Ml weritisg ei^Ntl. 
AieuMti enide ptiee «t Utfbbl In 2de(. bieorperitee hedge poeltteNt. 


(2) AtBumH no tdStlooal noii<Hh {stock of subeidtaY) contobuIRn to 09 pension plans 

{3j Assumes crude pM of $60461 n 2Q-dO;06. For NO debirelinencing scenarw In 200$, assuniM tw debt letmenc i np in 200$. For debt laflriananp seenirto In 2CO$. sssumes debt teftiwtong in 2005. 

(4) Chapter f 1 risk' operseng with cash 6um and cash baisnce is below thresndd cash level 

(5) FRNT IS in 2007 Mardi^ndrg Fiaeaf Year, base assumpbon oil at$S0/bbi tor calenoer 2006. 

Source: Bear Stearns i Co., and company repcrts 


(USSmmrPions) 


AMR 


CAL 


DAL 


NVTAC 




earn Level 


11,500 


$1.W 


11,500 [ 51.100 


5150 


Source' Bear Steams' estimstss 

As poinis of reference, we note fiat AMR achieved Its last-minute deal with labor last Asrti wHh 512 bBon (7% el LTM sales) « vmsstoctod cash end eguwalents. 
UAL Hied lor Chapter 1 1 on 12/Si02 with $1.3 bltlon (9K of LTM salssj in unrestocled cash and e^HvMnts (YF 7002). 
and US M entered Oiapler 1 1 on 8/1 1A)2 Kth dose to $900mn in cash (30:02 bslancs was $900mn) (13% oi ITU sates) 


P RWT I 

I 
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ScBnario: With Debt Refinancing of 80% of Maturing Amount & Bush/Boehner Proposal (7-Yr Amortizahon) 

AsofO&om 


:*?T! II a *r:. siriT*.'*-: i vn— 

MIR 

CAL 

OAL 


muH 


'nm 

imii 






■BH 

bbbb 

BBjB 

IKKI 

BBBB 

KEII 

^^kB 

BHE 


$2,713 

$1045 

$1,526 

$1,633 

$252 

$1,095 

$99 

$439 

$108 

$50 


$2,336 

$914 

$1,189 

$1,379 

$226 

$1,058 

$73 

$407 

$72 

$39 


$1,932 

msm 

■rrmi 

$1,124 

$200 

$1,021 

$47 

$376 

$36 

$27 


$1,528 



$870 

$174 

$985 

$21 

$344 

$0 

$16 

|CW..»CFW.rl«1155ftbl _ 

$1 125 

$493 

■nt« 

$615 

$148 

$948 


$312 

_.LS351.__ 

$4 


$721 

$319 

B^B 

$361 

$122 

$911 

_jm™ 

$261 

-jfzn 



$317 

$146 


$106 

$96 

$874 

($54) 

$249 

($107) 

($19) 



{■■m 


■BBB 

EBK 

BBBB 

■■■■ 

MHB 

■■■■ 

BBBBII 


$210 

$175 

$530 

$228 

$186 

$426 




$35 


$269 

$248 

$400 

$644 

NA 

NA . 


bbk 


NA 

Mahjrilies 

$266 

$1C7 

$147 

$199 

$22 

$121 

■ibiiii 

$11 

HzliH 

$4 







— — 1^— 





Estimated Unresbictsd Cash Balance at Calendar 40:05^ 

$3,245 

$1,275 

$1,325 

Bmi 

^^9 

RBH 

$300 

$906 

$239 

$159 
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Airlines 

Fear and Loathing on the Pension Front 

Competitive and Legislative Uncertainties Abound 

m Pension Funding Deficits Drive Up Liquidity Risk. We estimate the non- 
bankrupt U.S. network airlines' defined benefit (DB) pension plan funding shortfall 
at $14 billion, with plan benefit obligations of $35 billion and plan assets of just 
$21 billion. Combined with weak yields and high oil prices, the status quo on 
pension cash contributions could drive more legacy-cost airlines into Chapter 1 ! . 

m Fearing Larger Cash Contribu i ions. We estimate aggregate pension cash 
contributions should rise just 3% in 2005, to $1.3 billion; however, 2006 
contributions could rise another 1 13%. to $2.7 billion, barring a legislative remedy. 

Given the limitations of pension accounting/modeling and the uncertainty 
surrounding the year-end expiration of the Pension Funding Equity Act ol 2004 
(PKEA), we provide detailed sensitivity tests in this report. 

® Loathing United I erminations and PFKA Expiraiion. We believe airline 
managements must abhor the idea of United Airlines terminating its DB pension 
plans and emerging from bankruptcy leaner, meaner, and free ol billions in 
liabilities. Worry is also growing about the expiring PFEA. which currently allows 
for lower cash contributions via postponed deficit reduction contributions and a 
higher discount rate. 

■ Capi tol Hill: A Criiical Factor. Congressional action (or inaction) in the 
next 12 months will play a key role in whether airlines contribute more than 40% of 
projected operating cash flow to employee pension plans in 2006. We see 
meaningful differences in pension-related risk and, in descending order, rank the 
carriers as follows: Delta. Northwest. Continental, AMR, and Alaska Air. 

David Strine Frank Boroch, CFA Say Keat l-.im 

(21 2) 272-7869 (212) 272-6335 (2 ! 2) 272-2369 

dstrinefa'bear.com fborochfalbear.com slimfa>bear.com 
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Stearns in the United States can receive independent, third-party research on the company or companies covered in this 
report, at no cost to them, where such research Is available. Customers can access this independent research at 
www.bearstearns.com/independentresearch or can call (800) 517-2327 to request a copy of this research. Investors should 
consider this report as only a single factor in making their investment decision. 
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Executive Summary 

Lingering in the back of ever>' airline CEO’s mind is the following worst-case 
pension scenario: 

United Airlines succeeds in terminating its defined benefit pension plans, ridding 
itself of billions in obligations and eventually emerging from Chapter II with unit 
costs within range of low-cost carriers (LCCs). Then, at year-end, the Pension 
Funding Equit)> Act expires without any follow-on legislative relief. Combined with 
the cash flow pressures from weak yields and high oil prices, the required cash 
contributions to pension plam take liquidity down to bankruptcy risk levels. At the 
same time, the cost of capital rises (or access to capital shuts down) because the 
capital markets view legacy airlines as having an even greater margin disadvantage 
versus a swath of the industry beyxmd just the LCCs, and. ultimately, it is much 
tougher to go on outside of Chapter 1 1, let alone begin the long, hard work of 
repairing over-leveraged, distressed balance sheets. 

From an equity market perspective, such a scenario could be part of what the industry 
needs - - no more life lines and another liquidity crunch, so that more costs are 
stripped out and/or consolidation takes place, essentially letting the natural forces of 
the free market work more efficiently. However, if history is any guide, legislators 
won’t be able to resist stepping into the ring, and some additional measure of relief 
will be granted. 

In this report, we examine pension and other post-employment benefit problems 
facing the U.S. airline industry, with detailed analysis of the following: 

■ Pension Funding: An Awful Situation That Could Become Worse. We 
examine pension funding deficits and required cash contributions, with 
breakdowns and comparisons of defined benefit, defined contribution, profit 
sharing, and health care costs. 

• The Sizable Valuation Implications of Pension Funding Deficits. We test 
earnings, cash flow, and valuation sensitivity to changes in interest rates, market 
return assumptions, and unfunded liability capitalization. 

■ Pension Plans in Limbo. There is uncertainly about the fate of United Airlines’ 
defined benefit pension plans and the expiration of the Pension Funding Equity 
Act at year-end. 

■ Legal Rumination.s. We discuss current law, new legislative proposals, access 
to funding waivers, and the potential effect of all on cash flows. 

■ Retiree Health Care: A Crowing Problem. We explore the potential health 
care funding crisis. 

■ How Do the Airlines Stack lip? We measure the meaningful differences 
between pension and OPEB (retiree health care obligations) costs, and their 
relationship to operating cash flow' and unrestricted cash balances. 
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■ Company Pension Profiles. We present pension summaries for Alaska Air, 
AMR. Continental, Delta, and Northwest, with comments on United Airlines and 
US Airways. 

• Pensions 101. A fast tutorial on this complicated subject should help those in 
need of a primer. 

■ Appendix. In a series of exhibits, we focus on cash bum and oil sensitivity. 
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An Awfui.Sii'iiaiion 
That Cohi.d Become 
Worse 


Pension Funding 

Pension Contributions Should Represent 50% of 2005 Operating Cash 
Flow with Oil at $46, 78% with Oil at $50 

We estimate that tlie legacy airlines have defined benellt pension plans that are 
underfunded to the tune of $14 billion ($35 billion in plan benefit obligations versus 
$21 billion in plan assets) and will require about $1.3 billion in cash contributions 
this year, or $ 1 .79 per share on average (assuming UAL does not terminate its plans, 
the total could be $2 billion, or $3 per share). These contributions represent about 
50% of our operating cash flow forecast and 13% of the combined unrestricted cash 
balances. 

This appears awful, but matters could become much worse next year. In 2006. 
barring a new legislative remedy, w’e believe the required cash contributions could 
increase 1 13%, to $2.7 billion, representing 45% of operating cash flow and 36% of 
existing cash with oil at $40/bbl and 79% of operating cash flow' and 47% of cash 
with oil at $50. (Absent a replacement of PFBA 2004, pension discounting next year 
w'ould revert to the 30-year Treasury' yield, current-year DRC [deficit reduction 
contribution] requirements would be due in full, and the DRC deferrals from 2004-05 
w'ould need to be repaid in the near term.) 

With regard to aggregate noncash P&L pension e.xpenses. the outlook is also 
troublesome, since we project $1.6 billion in expenses in 2005 for Alaska Air, AMR. 
Continental, Delta, and Northwest ($2.35 per share on average). 

We Believe Delta and Northwest Have the Greatest Pension Risk 

Our analysis suggests that pension-related risk among legacy carriers operating 
outside of Chapter 11 is as follows, in ascending order: Alaska Air, AMR, and 
Continental, with Northwest and Della bringing up the rear. In Exhibit 1 below, we 
set out our estimates for each carrier's funding deficit, defined benefit contributions, 
and pension expenses. We look at the costs on a unit basis for easy comparison and 
consider the relationship of the cash contributions/expenses to operating cash flow, 
unrestricted cash balances, and net earnings. 

All told, if yields don’t improve and oil remains above $45/bbl, the lack of a 
legislative band-aid for the pension funding problem could drive at least one more 
legacy carrier into bankruptcy, in our opinion: 

■ Delta. Based on our cash burn analysis, with $50 oil. Delta will be down to $1 . 1 
billion by the end of this year (below its critical $1.5 billion level); however, 
even if we assume the carrier sells Comair and ASA for as much as $500 million. 
$50/bbi oil and pension obligations (barring a legislative fix) will chew up that 
cash by second-half 2006. 

■ Northwest. Northwest's situation is also troubling. Although the carrier has a 
larger unrestricted cash balance than Della, without debt refinancing and pension 
law change, $50 oil could bring the carrier down to a critical $1.1 billion by mid- 
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2006 (with an 80% debt refi assumption, the carrier could survive until 2008). 
based on our analysis. 

■ Continental. Continental is only slightly better off. We estimate the carrier will 
be down to $1.1 billion (its bankruptcy risk valuation level) by early 2008 if we 
assume 80% debt refi and $50 oil. If the carrier fails to gel its tentative labor 
deals ratified and is unsuccessful in refinancing its principal debt maturities in 
2005, then the carrier will reach a bankruptcy-risk cash level in second-half 2005, 
in our estimation. 

■ AMR. AMR looks considerably stronger. Not even including the potential 
value from AMR’s subsidiaries (American Eagle and American Beacon), with oil 
at $50. no change in pension law. and no debt refinancing, the carrier has enough 
cash to remain above its critical $1.5 billion level until 2007. Assuming AMR 
can refinance 80% of its principal debt maturities, we believe the carrier has a 
several-year liquidity cushion. 

• Alaska Air Group. By any measure. Alaska Air Group has substantially less 
liquidity and pension risk, and wc rank the carrier at the top of the heap. Even 
without any debt refinancing, we believe Alaska Air Group is nearly cash flow 
neutral with $50/bbl oil. 

For more detail, please see our company pension profile section beginning on page 
29 and our oil sen.sitivity cash bum in Exhibits .31-38 in the Appendix. 

Our estimates are based on a generic pension mode!, which is highly dependent on 
assumptions about year-end discount rates, annual market performance, and 
contribution levels. Actual company results may differ. 
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Exhibit 1. Pension Summary ~ Cash Impact ($ in millions, except per ^are data) 



ALK 

AMR 

cal'* 

DAL'* 

HWAC 

TntW 

UAL'^ 

USAif" 

AAI 

AWA 

FRNT^' 

JBtU 

LUV 

Plan Type 

DB®C 

rsaac 

DBlDC 

OBfDC 

OBnai 

Average 

DBfl3C 

OB'OC 

DC Plan 

DC Plan 

DC Plan 

DC Plan 

DC Plan 

12/31(2001 


OB 

1281 

6.842 

5425 

HH 

6081 

1.749 


NA 

MA 

NA 

NA 

Pla<! 5cn,h! 0!*aa5r.n5 (FSC; (GWi 

S10 

10.C42 

2883 

12.140 

9,245 


13.117 

<,748 


NA 

NA 

i-SA 

HA 

^ 

(M3) 

(2.687) 

(1,82S 

(1,582) 

(1.191) 

»290) 

e239) 

(3.820) 

(3,5® 

(13,630) 

(11J19) 

(8,156) 

15,8»2) 

(999) 

(971) 

K I... E » 



».1S2) 

HA 

(1.8351 

(921) 

{s.m 

(3JS9) 

(1,3681 








900% 

989% 

9.00% 

S5C% 

890% 

“.eC'* 

801% 







575% 

600% 

5.75% 


59C% 

588% 

625% 







! 1 r Ft r, K- (iff 

Tt%'2S% 

52%®!% 

a5%28% 

5038‘28% 

74S,'70% 



50%i- » 

fJA 

NA 

Wi 



2093E Revenue 

2.847 

19,838 

104S2 

15.701 

11,64 

60,393 

NA. 

KA 

1 336 

<,46.- 

■■■■"■ 




3V2 

1,0*9 

307 

454 

933 

246 

NA. 

hW 

19 


i’ 



278 

lui 

101 

208 




— 'M" 






332 

1.982 

ne 

1JS8 

1214' 

~S,64'' 

NA 






9 - 

26/ 

1.14$ 

511 




NA 


<1 


I'-' 





73% 

45% 

56% 

59% 

81% 

53% 







2004 GMP ABO Funding Slalus 

79% 

80% 

53% 

57% 

80% 

88% 

ss% 







2004 leo per K04FTEs 

12,448 

20,099 

29,383 

75.763 

»8I6 

47960 

98,991 

S,427 

NA 

NA 

NA 

NA 

NA 

2004E P8L DB Peneinn Expenec'^ 

78 

42? 

293 

549 

444 

1,791 

SOS 

66 

NA 

NA 

NA 

NA 

NA 

20Q5E P8L DB Pension Expense^ 

89 

3» 

227 

440 

500 

1,637 

NA 

NA 

NA 

NA 

MA 

(•lA 

NA 

200S DB Pension CA»4 

Q,34e 

0.204 

OJ64 

0204 

O.S34 


NA 







2005E After-Tai tPS Impect 

I2,1« 

(1.51) 

Qjm 

(225 

(3.70) 

(2.35) 

NA 







2004 DB 

78 

427 

293 

549 

444 

1,791 

693 






NA 


25 

183 

» 

150 

HA 

368 

4U 

1» 





200 

nn/M (Hinartn i-efe'i Co^is 

9 

284 

)H 

78 

» 

447 

564 

105 

NA 

NA 

1 

NA 

16 

2004 06 CASM 

831< 

0234 

0354 

0.304 

0.494 

«34s 

0.4Be 

0.124 

NA 

NA 

NA 

NA 

NA 

2004 DC 8 ProFt Sharing CASH 

o.iee 

0094 

0 044 

0.W4 

HA 

0074 

one 

0.334 

9.084 

0 044 

0.074 

0.10c 

0.264 

»04OPEBCASM 

Q.04e 

014f 

HA 

0.054 

0.114 

OO84 

0.254 

0194 

NA 

NA 

O.OIt 

NA 

0.02c 

2004 Total DB, DC.OPEB CASH 

9 444 

0.«c 

0.304 

0534 

0594 

0.494 

0.75e 

0.834 

0.084 

0.04« 

0 084 

0.104 

0.284 

Jnrestilcted Cash Balance (1201104) 

874 

2.929 

'T4M~ 

1790 

2,499 

9.521 


334 Ml 149 as 1,305 

2004E UB Pension Cash ConBIbutions'*’ 

49 

487 

„ 

4SS 

253 

1,224 

127 

a 

NA 

NA 

NA 

NA 

MA 

2C05E DB Pension Cash Corlributions'’’ 

38 

310 

192 

2re 

4a 

i,as 

NA 

NA 

NA 

NA 

NA 

NA 

MA 

20CI6E DB Pension Cash Contribulisns' 'Plan Freeze and 20-Yr AmorL 

4 

4S 

44 

a? 

133 

4» 

rCA 

NA 

NA 

NA 

NA 

NA 

NA 

200eE DB Pension Cash Contributions'^ Bush Proposal (7.Vr Amorl) 

7t 

314 

288 

7a 

704 

2,W3 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

2006F DB Pension Cash Conlribulions'''' PFEAe»(ures j5-Yr Amort.) 

78 

377 

3S« 

982 

Ml 

2072 

NA 

tcA 

MA 

NA 

NA 

NA 

NA 

2005E After-Tax Protected Ponsion Cash pet Share Impact 

t1.3« 

|1.2« 

(1.86) 

(1.391 

dll) 

(1.7« 

NA 


MA 

NA 

NA 

NA 

NA 

2005E Pension Cash Contiibulion Is 4004 Cash Balance 

7% 

11% 

13% 

15% 

17% 

13 2% 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

2000E Pension Cash Conltibulion to 2ftO^Oo Cash Flow 

19% 

2«% 

69% 

81% 

128% 

M5% 

NA 

tiA 

NA 

NA 

NA 

NA 

NA 

2OO0E P«ision Cash > Debt Mat.a Mel Capes to 2aOJE Op. Cash Flew 

99% 

159% 

327% 

910% 

411% 

2313% 








20QSE (»-Yr Amort) PenslOR Cash Contribution to 2006E Op. Cash Plow 

1% 

2% 

8% 

13% 

11% 

79% 

NA 

f(A 

flA 

NA 

NA 

tlA 

NA 

200«E (7-Yr Amort.) Pension Cash CsnV«utlen to 2i]UE Op. Cash Plow 

?1% 

18% 

38% 

47% 

58% 

».7% 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

20ME (5-Yl Amort 1 Pension Cash Contribution to 2Q0IE Op. Cash Flew 

23% 

19% 

45% 

82% 



NA 

NA 

NA 

NA 

NA 

NA 

MA 

2M8E (20-Yf Amort.) Pension a Debt Mat. ‘ Net Capes to 'OOE Op. Cash Flow 

57% 

80% 

94% 

94% 

tt2% 

90.7% 

NA 

NA 

NA 

NA 

NA 

MA 

NA 

2006E (T-Yr Amort.) Pension ♦ Debt Mai. * Net Cspes M '«E Op Cash Flow 

77% 

93% 

124% 

128% 

159% 

119.2% 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

2mE IS-Yi Amort.) pension < Debt Mat. * Met Capes to ‘OiE Op. Cash Flow 

78% 

W% 

139% 

143% 

175% 

ia.9% 

NA 

NA 

NA 

NA 

NA 

NA 

NA 


DB = defined benefit pensions, where employer bears investment risk, DC = defined contribution pensions plan sudi as 401(k), whwe the employee assumes the investment 
risk. PBO = projected benefit obligation (essumes future wage inflation). ABO = accumulated benefit obligation {pension obligations already accrued; if a plan were frozen, 

this would be GAAP analogous amount). APBO = accumulated post retirement benefits obtigafion, OP£B includes post-employment healtfi care benefits medical, 

dental, vision, hearing, and other health-related benefits, wheSier provided separately or Birough the pensiai plan. Other benefits include life insurance, disability, long-term 
care, etc., when provided separately from a defined benefit pension plan. Operating cash Bow = net income 05A + pension expense, assumes no impact from change in 
networking capital. 

(1) Continental's 2005E required pension contribution is $307 mittion; howev^, in the table above, which focus^ on cash, we exclude $65 million in stock contributed in the 
first quarter and assume $50 million in savings from ratification of labor deals. Similarly, pension expense is $315 million, though it is expected to decline by $90 million 
upon ratification of tentative labor agreements. 

(2) Delta froze its OB plan as of 12/31/04, eliminating friture service accruals, though wage increases will still be factored into benefit calculations, 2004 pension expense 
excludes curtailment charges, 

(3) UAL confributed $17 million and $110 million during fr»e first and second quarters of 2004 ($700 mittion was estimated to be due last year), respectively, to its plans; 
however, the carrier currently does not expect to make any confributions to its pension plans before exiting from bankruptcy and intends to terminate its plans. UAL's 
information is as of 2003 except fcx cash, 

(4) Effective February 1. 2005, the PBGC was appointed fruslee of US Airways AFA, lAM, and CE plans. In 2004, prior to entering Chapter 11, the carrier had bewi 
obligated to ccxitnbute $1 55 million to its plan. 

(5) FRNT is on a March fiscal year-end. FY2006 = 2005. 

(6) Based on 2004 company 10k, third-quarter 2004 lOQdaia, fcwrtti-quartef 2004 conference c^ls. company guidance, and Bear, Stearns & Co. Inc. estimates. 

(7) Bear Stearns' forecasts: 2006 forecasted pension cash confributions assume expiration of the Pension Fuming Equity Act of 2004. Three scenarios (assuming an even 
amortization repayment schedule): 1) assumes plan freezes and a 20-year W^C amortizaHoi, 2) assumes a seven-year DRC amortization (Bush proposal), and 3) 
assumes PF£A expires and a five-year DRC amorttzation. 

Acfuai company results may vary considerably. Please see our Septonber 2003 Airline Pensiorj report fcx more information. 

Note: Firms may be able to contribute limited amotmts of slock in cetlain circumstances instead of cash In adcStion. Srms may apply for /RS waivers that could allow them to 
sprea d paym ents out over live o r so ye a rs. Furt her more, interest rate changes, asset returns, and legslative changes could have significant impacts on these foreca sts. 
Source: Bear, Stearns & Co. Inc. estimates; company r^ts; conpany guidance; Ffrst Call. 


While ERfSA and the Inlermil Revenue Code rules dictate fiiitding pyeriods ranging from as few as three to us 
many as 30 years, after surveying our companies and for purposes of this report, we assume for simplifying 
reastms that deficit reduction contributions are repaid in five years under current law and would continue to he 
due in this time frame should PFEA expire without replacement. 
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Should Investors 
Capit alize hie 
Unfunded Portion 
OF THE Pension 
Liability? 


Valuation 
SENSITTVn Y TO 
Discount’ Ra pes and 
Market Return 
Assumptions 


Stock Opitons Will 
Also Hit 
Valuat ions This 
Year 


The Sizable Valuation Implications of Pension bunding Deficits 

Pension funding deficits pose some important valuation considerations. Should 
investors capitalize the unfunded portion of a company’s pension liability, which 
would be tantamount to assuming it has to issue debt to fund its plans? This is not an 
easy decision, as interest rates, pension asset returns, and many other variables could 
reduce or even eliminate current funding deficits down the road. 

As a tool for those who choose to book the funding shortfall, we provide our current 
EV/r?Bi rOAR forecasts with and without the 2004 ABO funding gap in the context 
of the carriers' historical means. Not surprisingly, inclusion of pension deficits leads 
to more expensive valuations, witli Northwest's and Delta’s expanding by roughly 
30% each. 

Exhibit 2. Pension Deficit Could Affect Valuation 


2006E EV/EBITD^^ Historical E V / E B iTD AR 



Without Pension 

tncl. Pension 

% Chg. 

Without Pension 

AMR 

6.0x 

6.6x 

10% 

5.2x 

CAL 

7.5x 

8.1x 

9% 

5.6x 

DAL 

6.8x 

8.7x 

27% 

4,6x 

NWAC 

5-6x 

7.5x 

34% 

4.7x 

ALK 

4.9x 

5.2x 

6% 

7.8x 


Note: Only includes (he 2004 ABO underfunding amount, assumes borrowed underfunded amount to make plan whole, 
EV= equity market c^alization * Ic^l debt, ind. operating leases less unrestricted cash. 

Source: Bear, Steams & Co. Inc. estimates. 


What are the implications for P/E. P/EBI TDA, and EV/BBI’l'DAR as discount rate 
and market return assumptions change? In the exhibit below, we isolate the EPS and 
P/E impact of a 50-basis-point (bp) change in the discount rate or the rate of return 
assumption used to measure pension plan expenses. AM told, valuations could appear 
to be 3%-35% more ex|iensive or 3%-21% cheaper thanks to a 0.5%-point change in 
the underlying pension expense input. 


Exhibit 3. Valuation Sensitivity to Discount Rate Changes 






2005/7 P/E SMiittvItv; 




HoCh«r>M 

0.5% CMigs in the Peneion Diecount 

•MSp* %ciie. *9oapt %cim. 

0.5% Change In the Aeeumed Rate of Return 
-SO Bn %Cho. ISO Bps %Chg, 

AMR 

8S< 

115* 

J3% 

7.5* 

-20% 

9.4* 

15% 

7 2* 

•12% 

CAL 

9Sx 

125* 

35% 

7.5* 

■21% 

9 5* 

6% 

8.5* 

•5% 

DAL 

4 5* 

5.5* 

22% 

3.5* 

•15% 

4.7* 

19% 

34* 

■14% 

NWAC 

65* 

7.5* 

31% 

5.5* 

-19% 

6 6* 

19% 

4.8* 

-14% 

ALK 

95* 

9 5* 

7% 

8Sx 

•6% 

90* 

3% 

6.6* 

•3% 


Note: ALK, AMR, CAL, aid NWAC are off of 2006 estimates. DAL assumes a hypothetical normalized 7% op. margin in 2007, 
Source: Beer, Slearns i Co. Inc. estimates; company reporte. First Call. 


Per SPAS No. 123R, U.S. airlines will be required to expense slock options using a 
fair value method beginning in the third calendar quarter this year. A.s a result, we 
expect some valuation headwinds tor the profitable segment of the industry that 
utilizes stock options to a greater extent than the legacy carriers. Our 2005 and 2006 
EPS estimates already take into account option expense for the U.S. airlines in our 
coverage; however, we suspect that the First Cali mean may not fully reflect fair 
value option expense at present. Therefore, aM else equal, estimates may be 
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susceptible to downward pressure as the Street begins to incorporate option expenses 
into its second-half 2005/full-year 2006 estimates. 


Further, option expense has broader implications than just added labor expense and 
hence lower net income. For instance, JetBlue expects to book a higher tax rate this 
year (47% versus 40% in previous years) due to its heavy reliance on incentive stock 
options, which generally do not provide for corporate tax deductibility. 


Exhibit 4. Beware! Stock Option Expense Should Affect Valuation this Year 

stock Options Expenses; SPAS 12^ ^4 

Ca Disclosed ^05E PerSh^_ SMil. Assuming No OpBo n Expense Less Option Expense 

” '"''W 

18.2x 
NM 
NM 
19.5x 
9.9x 
NM 
NM 
45.0X 
24.2x 

Note: Net of t ax figures. FRNT is FY 2004. 

Source: Ccwtpany repcsis; Bear, Seams & Co. Inc estimafes; First Call. 


AWA 

FRNT 

JfiLU 


urkdisdosed 
S9-15mn 
'may be matenaT 


$2-3mn 

"material impacT 


$0.10 

S0.02 


$04 

$6 


S0.03 

S0.17 

50.16 

soce 

50.17 


30.0x 

22.6X 


Pension Accounting in SEC Crosshairs 

In October 2004, the SEC began an informal inquiry into the accounting assumptions 
used for pension plans. Northwest Airlines and five other large defined benefit plan 
sponsors were among those queried for internal information regarding their pension 
and other post-retirement plans. While the criteria for the SBC’s selection remain 
unclear, a cursory^ observation suggests that the aggregate pension obligation relative 
to a company’s market capitalization may have been one screen applied. At first 
blush, Northwest stands out because of its expected rate of return assumption, which 
has exceeded that of its peers and the S&P 500 average by 50-150 basis points (bps) 
over the past three years. Nevertheless, when we examine plan asset allocations (see 
Exhibit 5 below), wc discover that Northwest is more heavily weighted to equities 
than its peers. 

Exhibit 5. Pens ion Accounting (GAAP) AssumpUons 

Actual Actual 


Dis^count Rates _ _ Ra te of R eturn 



2000 

'’ 2061 ' 

2002 

2003 “ 

2004 

2000 

2001 

2002 

2003 

2004 

aLk 

7.50% 

"■ 7!25% 

6.75% 

■ 6.00%' 

5,75% 

"Taoo'%" 

"io.65%' 

8,00% 

“l.W 

8,00% 

AMR 

7.75% 

7.50% 

6.75% 

6,25% 

6,00% 

9,50% 

9.50% 

9.25% 

9.00% 

9,00% 

CAL 

8.00% 

7.50% 

6.75% 

6.25% 

5.75% 

9,50% 

9,50% 

9,50% 

9,00% 

9,00% 

DAL 

8,25% 

7,75% 

6.75% 

6.13% 

6.00% 

10.00% 

10.00% 

10.00% 

9,00% 

9,00% 

NWAC 

7.90% 

7.50% 

6.75% 

6,25% 

5.90% 

10.50% 

10.50% 

10,50% 

9,50% 

9.50% 

S&P 500 Average 

7.12% 

6.59% 

6.07%'' 

~”na 

NA 

“9.07% 

8.86% 

8,34% 

NA 


Source: Bear, Steals i Co. inc. estenales; company reports. 


Pension accounting has often been the subject of investor concern, since changes in 
assumptions and realized market rates can materially affect a company's P&L. 
However, all the red ink in the airline industry in recent years seems to suggest that 
carriers are hardly making aggressive assumptions in order to boost net profits. In 
addition, if the SEC inquiry results in any sort of corrective action, it should only be a 
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GAAP accounting issue, since the SEC does not oversee pension cash funding 
guidelines — the Department of Labor (through ERISA) and the iRS do. 


Exhibit 6. Pension Plan Asset Allocation 



ALK 

AMR 

CAL 

DAL 

NWAC 

UAIR 

UAL 

Total Equity 

71% 

52% 

66% 

50 % 

74 % 

50 % 

60 % 

Fixed income 

29% 

38% 

28% 

28 % 

20 % 

41 % 

35 % 

Other: Private Equity. Rea! Estate, Etc. 

NA 

10% 

6% 

22 % 

7 % 

9 % 

5 % 

Total 

100% 

100% 

100% 

100 % 

100 % 

100 % 

100 % 


Note: ALK, AMR, CAL, DAL, NWAC, and UAIR as of 2004; UAL as of 2003. 
Source: Bear, Steams 4 Co. Ina estimates; company r^xsrts. 


That said, should companies feel the need to reduce their expected rate of return 
assumptions as a result of the SEC's scrutiny, the income statement effect could be 
noticeable. F-or example, using our pension forecasting models, leaving ail else 
equal, we estimate the expense Impact could range from $3 million to $36 million, or 
$0.07-$0.20 per share, for each one-half-percentage-poinl (50-bp) decrease in the 
expected rate of return assumption used for GAAP pension accounting. For e.xample. 
should Continental lower its expected rate of return assumption by 50 bps. we would 
expect a $7 million increase in costs, or a $0.07 per share negative impact. 


Exhibit 7. Pension Expense and P ension Liability Sensitivity 

50'Basis-Point Decline in Assumptions: 

ALK AMR CAL DAL NWAC 


Effect on P&L Pension Expense from Change in Expected Return Assumption 


(mns) 

($3) ($36) ($7) 

($35) 

($27) 

EPS 

($0.09) ($0.14) ($0.07) 

($0,18) 

($0,20) 


Effect on P&L Pension Expense from Change in Discount Rate Assumption 

(mns) 

($9) ($68) ($35) 

($40) 

($40) 

EPS 

($0.21) ($0.27) ($0,34) 

Effect on GAAP PBO Pension Liaibility 

($0.20) 

($0,30) 

(mns) 

$55 $623 $256 

$760 

$700 

% 2004 PBO 

6% 6% 9% 

6% 

8% 


Note: Assumes 36% tax rate. 

Source: Bear. Steams & Co. Inc. estimates; company reports. 
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IJAL/US Air AND 
Lrgisi^aiive 
Unceriaini V 


How Did It Get So 
Bad? 


Pension Plans in Limbo 


Fear surrounding airline pension funding deficits is exacerbated by uncertainty about 
the fate of United Airlines’ defined benefit pension plans and the expiration of the 
PFEA at year-end. United Airlines* DB plans are about $6 billion underfunded, and 
the carrier has about $4 billion in minimum cash contributions due through the end of 
the decade. In July 2004. the carrier began skipping its required cash contributions 
and is working toward terminating its pension plans this May. While the carrier 
announced it has four offers for $2-$2.5 billion in exit financing, our sense is that the 
delivery of those funds is predicated on a successful resolution of the pension matter. 
At the same lime, investors are concerned about the expiration of the PFEA and the 
potential for increases in already onerous pension cash contributions. 

While United works toward a May termination of its pension plans (US Airways 
terminated its plans in January), the nonbankrupt airlines painfully watch their 
progress and reiterate the mantra of labor parity to their own work groups. By the 
end of the second quarter, we expect to have a better idea about UAL's attempt to 
scuttle its plans, but legislative uncertainty could linger through the year and even up 
until April 15, 2006, the deadline for calendar 2006‘s first pension installment. 

A Perfect Storm 

I'here are three major forces behind the airlines’ pension problems: 

■ First, during the good times, the airlines negotiated generous packages with the 
unions — more than they can deliver through a full business cycle. 

■ Second, pension law effectively caps funding levels, which limits companies’ 
ability to fortify plan assets during good years. (Despite running sizable funding 
deficits, many companies were not required to contribute much cash, if any. to 
their pensions prior to 2003.) 

■ Third, the combination of poor stock market performance and low interest rates 
helped to widen the gap between plan assets and liabilities. The market declines 
of 2000-02 shrank pension plan assets at the same time that lower interest rates 
boosted liabilities. (Lower interest rates increase the present value of projected 
benefit obligations [PBO] and poor market returns decrease the value of plan 
assets, while higher interest rates lower the present value of obligations and 
higher stock market returns increase the value of plan a.ssets.) 
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Exhibit 8. Pension and Benefits Account for a Quarter of AH Labor Costs 


Employment Cost for 2004 = 33% of Total Operating 
Expenses and Operating Revenues 



Note: Major and national passenger airiines fo r 12 mont hs aided 3Q 04. 

Source: ATA. 

Whafs more, despite positive asset returns in 2004, our 60%/40% pension fund 
proxy had pension assets up 8% (however, the average airline DB plan returned 12% 
last year), and interest rates finished down from 2003 levels, largely negating asset 
returns by increasing the present value of plan obligations and leaving pension plan 
funding levels right around last year’s low water mark (see Exhibits 9 and 10 below). 
Hence, pension plans are still in dire straits. For example. Northwest mentioned that 
its plan assets rose more than 14% in 2004, yet its ABO shortfall was still $3.5 
billion, up from $3.3 billion in 2003. Looking out to 2005 discount rales, due to the 
four-year weighted average calculation methodology, it is unclear how much rates 
might change by year-end even though more Fed rate hikes are coming down the 
pike. 

Exhibits. Inte rest R ate Decline Could Offset Ass et Gains in 200 4 

Interest Rates for Current Liability Funding Calculations _ 2004 Proxy Pertsion Fund Ret^i^ 

Sas/s-Point Change from Previous Year-End 

12/31/2004 6.10% -0.45 Lehman U S. Bond Composite Index 

12/31/2003 6.55% -0.56 SSP 500 Index Total Return 

12/31/2002 7.11% -023 Aggregate Return 

12/31/2001 7.34% 

Note: Corporate bond weighted average interest rale as per the Pension Funding Equity Act of 2004. Lehman Allocation = 33% 
U.S. governmOTl, 33% investment grade corporates, 33%mof^ages. The average airline DB pl j an returned 12% in 2004, 

Source: Bear, Stearns & Co. Inc. esimiates: Internal Revenue Seivfce; Bloomberg. 


Weighting 
4,5% 40% 

.1.1-4 eo% 

8,4% 
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Exhibit 10. Interest Rate Decline Could Offset Asset Gains in 2004 

2004E Incremental Funding Level impact (in % points) 


XS 



ount Rate for 2004 



6.0% 

6.2% 

6.4% 

6.6% 

6,8% 

7.0% 

1% 

-6% . 

4% 

WlWk 

% 

3% 

6% 

4% 

-5% 

-2% 

6% 

2% 

5% 

8% 

7% 

•3% 

iiiB 

2% 

4% 

7% 

10% 

10% 

•1% 

1% 

3% 

6% 

9% 

12% 

13% 

0% 

3% 

5% 

8% 

11% 

14% 

16% 

2% 

4% 

7% 

10% 

13% 

16% 


Composite = ALK, AMR, CAL. D/U., NWAC. 
Source: Bear, Stearns & Co. Inc. estimates. 
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Legal Ruminations 

In response to the looming year-end expiration of a temporary fix to funding rules, 
players in several comers have espoused remedies of both a short- and long-term 
nature. In early January, the Bush Administration unveiled a set of proposals to 
simplify and strengthen funding rules (shore up the federally insured pension funding 
system [PBGCj), including: 1) higher premiums. 2) duration-matched discount rates, 
3) risk-based liability measures, and 4) more leverage for the PBGC in the Chapter 
11 process. At. PA, the largest pilots union, as well as Northwest Airlines CEO 
Douglas Steenland, have called for freezing DB plans and much longer amortization 
periods for making up funding shortfalls (versus today's often much shorter time 
frame). 

While ERISA and the Internal Revenue Code rules dictate funding periods ranging 
from as few as three to as many as 30 years, after surveying our companies and for 
purposes of this report, we assume for simplifying reasons that deficit reduction 
contributions are repaid in five years under current law and would continue to be due 
in this time frame should PFEA expire without replacement. 

For its part. Congress could proffer its own set of measures and/or embrace the 
Administration’s proposals to one degree or another. Rep. .fohn Boehner (R-Ohio) is 
expected to continue the charge for pension reform in the House this term. In the 
Senate, Finance Committee Chair Chuck Grassley (R-lowa) has already reintroduced 
pension legislation. While we applaud moves to freeze DB plan liabilities, we note 
that the trend to offer generous replacement DC plans can be just as costly, if not 
more so. in terms of current pension expenses and contributions. 


Current Law to 
Expire IN 2005 


The Pension Funding Equity Act (PFEA) of 2004 

The PFEA. signed into law in April 2004. provided for signillcant deficit reduction 
contribution deferrals, which are ERISA-mandated accelerated pension funding 
requirements. The airlifies received an 80% DRC reprieve in 2004 and 60% this 
year. In addition, the law changed the discount rate benchmark used to determine 
normal contributions from the 30-year Treasury to a 20-pIus-year high-grade 
corporate bond series (AAA, AA, A). (A rise in the discount rate has the effect of 
lowering the present value of future liabilities, in turn reducing annua! cash funding 
requirements.) We believe that the combined effect of switching to a corporate bond 
discount rate and an 80% deferral saved the airlines an estimated $1 billion in cash 
last year. 

This year, despite the 60% DRC deferral and higher discount rate, the carriers ex 
UAL will still need to fund $1.3 billion in pension contributions, up from $1.2 billion 
in 2004, or 50% of our estimated operating cash flow for the group. Absent a 
replacement of PFEA 2004, pension discounting next year would revert to the 30- 
year Treasury yield, the current-year DRC requirements would be due in full, and the 
DRC deferrals from 2004-05 could become due in as short as three to live years. AM 
of this could set the stage for a massive cash crunch in the next year or two unless oil 
prices crater and yields suddenly rebound. 
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LF.CKSLAI iVL 

Proposals 


Bush Administration Proposes Pension Overhaul, But Not Enough to 
Spare Airlines 

On Januar}’ 10, SeGretar>' of Labor Elaine Chao outlined the Bush Administration's 
pension reform initiatives. In our view, the salient issues for airline pensions in the 
President's proposal are: I) higher standard premiums (from $19 per participant up to 
$30). plus additional risk-based premiums for severely underfunded plans; 2) seven- 
year amortization periods for making up unfunded liabilities versus today's 
potentially shorter time frame; 3) duration-matching yield curves for liability 
discounting; 4) requiring financially-weak sponsors to use a more conservative 
funding measure; 5) empowering the PBGC to perfect liens in bankruptcy 
proceedings; 6) disallowing lump-sum distributions at severely underfunded plans; 
and 7) freezing PBGC guarantee levels once a sponsor enters bankruptcy. 

Exhibit 11. Administration's Proposals Seen a s Largely Negative fo r Airlines 

I mpact on Airtif>es Ho les 

DRC Amortization {7 yeas) Posttve Better Ehwt today's 3-5 year mininium 

Diirnlion-matehed discount rate Undew Plans with dwations over 23 years could benefit 

At-Risk Liability Ueastae NegWwe Na>-lnvestmenEgradelik^ = higherliat»lite5 = bigberDRCpaynients 

Increase in Flat-Rate Pierreums Negative Wouldincrease(oS30froniSI9perpa)ticipant 

Change mVanable-RateFNwwHTis UncleaONegadve Today.SBper $1,000 of underfunding vs weak financial sponsors' pay based on at-risk liability 

PBGC lien Perfection in Ch 11 Negative Could reduce assets available tor other creditors 

Note: U.S. legacy carriers ye rated non-inv^tttientyade by the major credit agencies as of February 2005. 

Source: Bear, Steams & Co. Ina estimates. 

While the full potential effect of enacting the Administration’s proposals is uncertain 
at this time, our initial take is that the airlines would see little benefit, and could 
perhaps suffer even more f nancial pressure under the Bush plan. For example, under 
the Bush proposal, the seven-year amortization period would likely leave carriers 
such as Delta and Northwest (and UAL, if does not succeed in terminating its plans 
in Chapter 11) with hefty pension cash obligations each year. Similarly, requiring 
duration matching could in fact enervate funding levels, depending on plan duration 
levels. For example, a plan with a duration under 23 years as of December 2004 
would have used a lower rate than the current corporate bond rate had the 
Administration's plan been in effect at the time. 


Further, other provisions, such as higher premiums, PBGC superpriority in 
bankruptcy proceedings, and prohibition of lump-sum payouts at deeply underfunded 
plans should strengthen plans; however, should early retirement-eligible employees 
fear enactment of the anti-lump sum payout provision, a cascade of early retirements 
could ensue, similar to what occurred at Delta last year, which could serve to weaken 
a sponsors financial position. 
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Exhibit 12. Administration’s Seven-Year Amortization Offers Scant Relief and Would Need to 
Double to Provide Meaningful Cash Flow Assistan ce 

Illustration of DRC Burden: Hypotheticai Amortization Schedules (per year contribution) 



ALK 

AMR 

CAL 

DAL 

NWAC 

UAL 

ABO Shortfall 

(161) 


(1,131) 

~(5,239) 

(3,565) 

(5,692) 

5 Years 2006-2010 

(1?) 

(181) 

(178) 

(806) 

(533) 

(885) 

7 Years 2006-201 2 (Bush prqxjsal) 

(12) 

(130) 

(127) 

(576) 

(381) 

(632) 

15 Years 2006-2020 

(6) 

(60) 

(59) 

(269) 

(178) 

(295) 

20 Years 2006-2025 

(4) 

(46) 

(44) 

(202) 

(133) 

(221) 

25 Years 2006-2030 

(3) 

(36) 

(36) 

(161) 

(107) 

(177) 


Note: Assumes 2004 shcstf^l is equal to 2004 oirrenf liabSity tonding level and tonding lev^ rises to 90% over stated period. 
2004 likely reduced functng g^s a toirch as ass^ rose, offeet by declining interest rates. CAL has reached tentati\« labor 
agreements, which, if ratified. caiW free^ its DB plans and significantly lower pension funding requirements, UAL figures use 
2003 ABO. 

Source: Bear, Steams & Co. Inc. estimates; company repcwte. 

Airline employees have also taken a less-than-favorable view of the Administration’s 
plan, as evidenced by United’s pilot union chief, Mark Bathurst, who remarked that 
“taken as a whole, [the Bush proposal] would make it much more costly for United to 

maintain its current pension plans.” Nor is it just the unions - - Scott Yohe, Delta's 

senior vice president of government affairs, declared. “The Administration's proposal 
would not help us. The primaiy' rea.son is not the seven years, but the interest rate 
assumption, which would not give us the kind of relief we are looking for in terms of 
the funding obligations we have got in the near tenn." 

Northwest Airlines CEO and ALPA President Make Proposal 

One of the more outspoken airline executives on pension issues has been Northwest’s 
CEO. Douglas Steenland. Along with Duane Woerth. president of ALPA and a 
former PBGC director. Northwest's chief penned a IVal! Street Journal ajticie 
espoLLsing a three-phase process: 


■ First, companies and their unions would agree to freeze the existing defined 
benefit plan accruals (i.e., no further benefit accruals would be allowed). 

• Next, concurrent with the defined benefit freeze, the parties would establish a 
replacement defined contribution plan. While a replacement plan would likely be 
partially company funded, the investment performance risk rests with the 
employees. 

■ Last, Congress would need to amend ERISA to permit plan sponsors to meet 
their DRC requirements over a much longer time period than today’s potentially 
shorter time frame (e.g., three to five years). 


The first two steps can be accomplished by the companies under existing law, as 
evidenced by Delta’s November 2004 pilot contract and Continental’s recent 
tentative agreements. However, the ultimate success of such a move, from a cash 
fiow perspective, appears to rest on the extension of DRC amortizations. 
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Fi NDtNG Waivers “ 

Adminisirative 

Reijee 


Senate Finance Bill Reintroduced: NESTEG (S.219) 

On Januar}- 31, 2005, Senate Finance Committee Chairman Chuck Grassley and 
ranking member Max Baucus reintroduced their pension refonn legislation from last 
year, titled The National Employee Savings and Trust Equity Guarantee (NES I'EG) 
Act. For airlines, the main thrust of NESTEG is replacing the 30-year Treasury 
Bond-based discount rate with a corporate bond-based yield curve. As we mentioned 
earlier in regard to the Administration’s proposal, depending upon the duration of a 
given pension plan, a switch to a yield curve could adversely affect plan sponsors by 
raising liabilities and, in turn, plan expenses. For example, at a Senate Finance 
Committee hearing on March I, 2005. witnesses from The Business Roundtable 
noted that the Administration's yield curve proposal could “increase pension 
liabilities for a typical mature plan by 10% or more. In some cases, the immediate 
liability increase could be even greater. For large plans, this could cost billions of 
dollars.'’ 

In times of duress, airlines can petition federal administrative agencies for pension 
funding waivers. The Department of Labor’s (DDL) Employee Benefits Security 
Administration has the authority to allow exemptions to certain ERISA rules, such as 
contributions of in-kind securities to a DB plan. For its part, the IRS has the 
authority to grant waivers deferring current contribution requirements to the 
following year. Northwest Airlines was a benellciary of these agencies’ 
administrative power in 2003, when the IRS permitted it to defer $454 million in 
2003 minimum funding requirements. Funding waivers are limited to three in 1 5 
years, and repayments are generally made over a five-year period. In return for this 
deferral, Northwest's plans received liens on some Northwest planes, landing slots, 
and routes. 

Similarly, the IX)L emphasized that its decision to exempt additional firms would be 
made on an individualized basis after a thorough review of each situation. However, 
in order to obtain a waiver, a sponsor must demonstrate that it is experiencing 
temporary hardship, and given the current state of the industry, it may be more 
challenging to convince the government of such a transitory misfortune. As United 
highlighted in its court filings (see exhibit below), the medium-term effect of a 
waiver is likely to only enlarge cash funding needs, as sponsors are required to repay 
the waived amount plus interest to the plan generally over five years. 

Exhibit 13. Waivers Only Delay Funding Temporarily, 

Leading to Increased Total Contributions 

($ in billions) 


United Airlines Minimum DB Funding Contributions 
No Waiver Waiver 


2005E 

$1.2 

$0.2 

2006E 

$1.0 

$0.4 

2007E 

$1.5 

$1.0 

2008E 

$0.6 

$1.4 

2009E 

$0.1 

$1.2 

2010E. 

$0.0 

$0-5 

Total 

$4.4 

$4.6 


Source: United Airtines. 
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Exhibit 14. Waivers Remain a Possible Near-Term Funding Alternative: 200$-08? 

IRS Waivei^ Remaining 

(sponsors permitted to 3 per 15 year period for each plan, spreads payment out over 5 years) 

ALK 3 

AMR 3 

CAL 3 

DAL 3 

NWAC 2 or 3 

UAL 3 

Note: NWAC used one waiva' in 2003 fcr its contact and salaried plans, leaving two for those plans and three for 
other plans. 

Source: Bear, Stearns & Co. Inc. ^Binates; compaiy repots. 

Neveitheles.s, we would not be surprised if most carriers applied for IRS waivers for 
2006 plan-year contributions, especially if Congress is slow to enact replacement 
legislation for PPEA 2004. 


Noncash In-kind contributions are another avenue available for satisfying some contribution 

Contributions needs, though they may require DOL approval. For e.xample, in 2003. the DDL 

authorized Northwest to contribute stock in its then-privately held subsidiary, 
Pinnacle, to its DB plans in lieu of cash to satisfy its $223 million of 2002 funding 
requirements. Our sense is that the DOL is leery of allowing illiquid, noncash asset 
contributions to meet funding requirements. 


AMR possesses several assets that it could monetize to meet some of its pension 
funding needs. For example, sole ownership of American Beacon Advisors, a money 
manager (with $37 billion in assets under management as of .lanuary 2005), could 
provide a decent cash boost. As a reference, see Exhibit 1 5 below, which illustrates 
potential values for asset management firms based on assets under management. It is 
difficult to home in on the true value of American Beacon Advisors as more than 
50% of the assets are related to AMR, while a similar percentage is also managed by 
third parties, suggesting lower margins for the company as opposed to actively 
managed tn-hoiise funds. !n addition, AMR could spin off its regional affiliate, 
American Eagle, which it also owns outright, similar to what its legacy peers 
Continental and Northwest did In 2002-03 with their regional entities. (See Exhibit 
16 below for tlieoretical regional alfiliaie values based on publicly available revenue 
and market values for publicly traded peers.) 

Exhibit 1 5. Hypothetical Values for Asset Management Firms 

Assets Under Manaqement,(AUM) (U^in bjions) 



$15 

$20 

$25 

$30 


implied Value of Asset Management Unit (US$ in millions) 

1.5% 

$225 

$300 

S375 

$450 

2.0% 

$300 

$400 

$500 ' 

$600 

2.5% 

$375 

$500 

$625 

$750 

3,0% 

$450 

$600 

$750 

$900 

3.5% 

$525 

$700 

$875 

$1,050 

4.0% 

$600 

$800 

$1,000 

$1,200 


American Beacon Advisees directly managed or served as fiduciary or financial advisor for $37.6 billion in assets at 1/31/05 
conasting of $17.3 biHion under active management and $20.3 biaion as named fiduciary or financial adviser 
Source: Bear, Stearns & Co. Inc. esfimates; cor^y reports. 
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Exhibit 16. Regional Units CouW PotCTtiaily Help Fu nd Pension Plans 


Parent (former) 

CAL 

XJT 

NWAC 

PNCL 

Eagle + Exec. 

SKYW 

DAL 

ASA + Comair 

Mean 

ASMs (billions) 

4.77 

2.22 

4.54 

1.70 

8.59 


Revenue (millions) 

$1,461 

$581 

$1,820 

$1,067 

$2,117 


EBT Margin Actual (Assumed) 

13% 

11% 

6% 

12% 

6% 

12% 

P/E Actual (Assumed) 

6.6x 

4.2x 

7,1x 

10 4x 

7.1x 

7.1x 

Actual (Implied) Market C^. 

^04 

S223 

$496 

$1,012 

$5/7 


jAssuminq 12% EBT Maniin 



$983 


$1,149 1 


10% of 2003 DB Plan Assets = 

Potential Contnbution Ceiling 

$734 


S684 



Note: Second-half 2004 Scheduled ASMs from OAG wa BACK Aviation; Revenue = 12 months ended 9/30/04. Comair and ASA 
revenues 12 months ended 6/30/04 ussig OD1A data. Market capitalization for XJT, PNCL, and SKYW as of 3/10/05. As 
reference, NWAC contributed $350 n^itxifraighiy 7% of total GA^ plan assets at 12/03) worth of privately held Pinnacle shares 
to its defined benefit f^ans in 2003. CAL contrbuted $100 million XJT to its OB plans {approximately 8% of GAAP plan assets 
at 1 2/03), which was freely tradable. DAL pad ova" $2 biBim fix Comarr and ASA according to media reports. Assumes 36% tax 
rate for wtioil^ owned subsidiary imfrfied maric^ value calculations. 

Source: Bear, Sterns & Co. Ina esfimates; OMupany r^xxts. 


Ins and Outs of Noncash Contributions 

Publicly traded securities — such as those of a sponsor’s own equity, an affiliate, or 
other marketable securities — do not require a special exemption from the DOL, as 
was the case in Northwest’s contribution in 2003. However, limitations still exist. 
For instance, the pension fund cannot own more than 25% of the entire equity, at 
least 50% of the equity must be in hands of shareholders unaffiliated with the parent 
company, and no more than 10% of plan assets may be invested in employer (and 
subsidiar>') stock. That .said. Continental contributed shares in former subsidiary 
ExpressJet in 2003 and did so again in January 2005 to mitigate the pension cash 
outflow. While recognizing the strategic value of regional subsidiaries, Delta CEO 
Gerald Grinstein acknowledged on December 15. 2004 that "you do not have to own 
them to get all of the benellts.” 

As in Northwest’s ca.se, companies may also try to obtain a DOL exemption that 
permits them to contribute prohibited transactions (illiquid, nontradable assets). For 
instance. U.S. Steel was permitted to contribute timber rights to its pension plans in 
2003. However, a sponsor that proposes using a cashless asset with no ready market 
would need to supply an appraisal of the a.sset*s worth, as well as convince the DOL 
that the assets could not be liquidated and that (he pension plan would undertake no 
undue risk by accepting tliose assets (Northwest gave its pension plan put options so 
that it could put the Pinnacle stock hack to Northwest at a given price). 

Freezing DB Plans a 
LA Delta Provides 
L n 1 LE Hei.p for 

FliNDiNG LEVE[.S 


Delta Air Lines’ latest pilot deal, signed in November 2004, provided for a freeze of 
the pilots’ defined benefit plans as of December 31. 2004, eliminating future service 
accruals; however, future wage increases will still get factored into pilots' final 
pension obligations. As a result of the partial freeze. Delta's DB liabilities should 
only grow due to salary inflation and Interest accretion. Underscoring the uncertain 
future of airline DB benefits, on Februarv^ II, 2005. Northwest's pilot union 
leadership resolved to explore the possibility of freezing its plan to better protect its 
long-term viability. Momentum for plan freezes has seemingly picked up, as 
Continental disclosed that its recent tentative labor agreements contain some defined 
benefit plan freezes. While freezing a plan is most certainly more palatable for labor 
than termination, we believe that freezes do not go far enough to shore up cash flow 
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PlanTerminahons 


needs and would still leave carriers that implement them at massive disadvantages to 
others that do terminate their plans. 

UAL acknowledged in court filings (September 2004) that freezing its plans as of 
December 3K 2004 would only reduce its total cash outlay through 2008 by $875 
million, leaving total cash contribution needs at $3.2 billion, a still-hefty sum that 
could certainly crimp liquidity. What’s more, the estimated savings exclude the costs 
associated with any replacement plans that would most likely be established (north of 
$100 million per year). Recent history suggests some sort of company contributory 
defined contribution plan (some carriers’ plans only match employees’ contributions 
to a certain extent, while other plans contribute a specified amount of a person's 
salary'), in addition, cash contribution needs are still driven by asset returns (the 
average return j^sumption was 8%-9%) and interest rates. 

Furthermore, we examined carriers’ PRO and ABO funding levels to get a sense of 
the potential funding level benefit should carriers freeze the salary inflation portion of 
their DB plans. For most of the carriers (see Exhibit 1), we found an average five- 
percentage-point improvement in 2004 funding levels (from 61% funded to 66% 
funded), which, in our view, underscores the limited improvement in funding levels 
(which determine cash funding needs) likely to be derived from the DB plan freeze in 
the near term. 

While three types of plan terminations exist under current law (distress, involuntary, 
and standard), for all intents and purposes, only the former two are relevant to the 
airline industry'. 

First of ail. a standard termination requires a plan sponsor (in this case, an airline) to 
fully fund its plans either through lump-sum payouts or the purchase of annuities 
sufficient to satisfy all of its liabilities. In light of the substantia! funding deficits 
(totaling $14 billion at Alaska Air, AMR. Continental, Delta, and Northwest) and the 
likely high cost required to acquire annuities, this form of termination appears to be 
out of reach. 

Second, involuntary' terminations arise when the PBGC itself terminates a pension 
plan after it reaches a certain level of distress (inability to make current payments to 
retirees, etc.), which would be a dream come true for plan sponsors, though the 
sponsor (and its equity) would likely find itself in a terminal condition before the 
PBGC would step in (e.g., PBGC taking over pension plans for United’s pilots and 
ground workers). Distressed terminations, on the other hand, require carriers to 
demonstrate to the PBGC their inability to continue operations without abrogating 
their pension plans (to pass the distress test, a bankrupt sponsor may try to prove that 
'•unless the plan is terminated [the plan sponsor], will be unable to pay ail its debts 
pursuant to a plan of reorganization and will be unable to continue in business 
outside the chapter 1 1 reoiganization process.”). 

In addition, since airline pension plans are part and parcel of coiieclive bargaining 
agreements, union consent is needed unless a bankruptcy judge nullifies the contract, 
all of which suggests that a distress termination outside of Chapter 1 1 is highly 
unlikely. 


Page 22 


AIRLINES 



190 


Retiree Health Care — A Growing Problem 

Another Drain ON While smaller in size than defined benefit pension obligations, another percolating 

THE Carriers’ benefit cost/liability problem for legacy airlines is retiree health care obligations. We 

COFEERS estimate aggregate retiree health care obligations will be $726 million this year. 

While FiRISA requires that pension plans meet established funding levels, retiree 
health care plans lack any similar funding requirement. For that reason, most carriers 
also have substantial unfunded accumulated post-retirement benefit obligations. 

For example, 4% was the highest funding level among the legacy carriers with retiree 
health care (OPBB) obligations shown below at year-end 2004. As a result, retiree 
funding needs are met almost entirely from the corporate balance sheet and operating 
cash tlow {as opposed to plan assets set aside, as in the case of pension plans), in 
addition, health care costs have been growing at a steady clip (up 8% in 2004) and 
are expected to rise an additional 6.6% this yeai’. according to the bellwether Mercer 
survey. Some carriers began limiting their OPHH exposure several years ago by 
capping annual benefits. Nevertheless, the obligations loom large. 

Based on the latest data available. AMR, Delta, and UAL each anticipated $i90-$235 
million in annua! retiree health care funding needs through 2008. Given the 
meaningful sums of cash that these benefits divert from a carrier's coffers and the 
moves at UAL and US Airways in bankruptcy to streamline these expenses, we 
suspect that the other carriers will need to address these issues in the short to medium 
term. 

Without ERISA funding guidelines, this is a pay-as-you-go scheme that could run 
into trouble as companies shrink and retirees* population rise. In addition to the 
carriers shown below, both Alaska and Frontier offer OPEB. although future payment 
forecasts are unavailable at thi.s time (for historical information, see Exhibit I). 
Further, Continental Airlines disclosed that its recent tentative labor agreements 
provide for some medical benefits to “eligible retirees” until they are eligible for 
Medicare, an apparent departure of past practice, wherein, unlike its legacy peers, the 
carrier did not offer retiree medical benefits (though this likely made the DB freeze 
more palatable for labor). As a result of offering retiree medical coverage. 
Continental expects to record $25 million in expenses in 2005 related to this plan. 
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Exhibit 17. Retiree Health Care (OPEB) Funding Liabilities and Plan Payout Forecast 



AMR 

Delta 

Northwest 

US Airways 

“‘^'uaT'"* 

"""“Tul/*"'*"" 



Poslreliramenl Benefit Payments from Plan Assets an' 

aCufmnl As: 

sets 

2005 

SI 93 

$1S8 

$45 

$63 

$225 

$2 

2006 

$187 

$189 

$48 

$66 

$235 

$3 

2007 

$195 

$191 

$52 

$71 

$230 

$5 

2008 

$201 

$171 

$55 

$75 

$235 

$7 

2009 

$208 

$163 

$60 

$74 

$235 

$9 

2)10to2014 

$1,119 

$669 

$360 

,$421 

$1,152 

$78 

Total 

$2,103 

$1,571 

$620 

$770 

$2,312 

$104 

2004 APBO Unfunded UabiHty ($ irejs) 

($3,152) 

($1,835) 

(S921) 

($1,369) 

($3,069) 

($80) 

2004 APBO Funded Status 

4% 

0% 

1% 

0% 

4% 

0% . 

2004 P8L Expense 

$264 

$76 

$98 

$105 

$364 

$18 

2004 P&L Expense per Share 

$1.05 

$0.38 

$0.73 

$1,23 

$2.05 

$0,01 

2004 OPEB CASM 

OAH 

0.054 

o.iie 

0.194 

0.254 

0.024 

2005E Payment as % of 4Q Cash Balance 

7% 

10% 

2% 

NA 

NA 

0% 

2005E Payment as % of DS Op. Cash Flow 

18% 

41% 

14% 

NA 

NA 

0% 

2005E Payment as % of '05 Pension Contn1)utii>n 

62% 

68% 

11% 

NA 

NA 

NA 

Note: UAL's information is as of 2(M)3. In adrffion. the payment schedule is tiirough 2004-08 and 2009-13. 



OPEB includes post-emp4oyment healttt care benefits; medical, dental, vision, hearing, and other health-related benefits whether 

provided separately or throjgh the p^sicvt plan; other benefits; life insurance, disability, 

long-term care, etc., when provided 

separately from a defined benefit pension 

= accumulated posfretirement benefit obligation. Assumes 36% tax rate for 

2004 expense per share. 








Source: Bear, Steams & Co. Inc.; canpany filings. 
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We Find 

MEANINOFL'L 

Differences 
Be rwEEN Pension 
AND OPEB Costs 


How Do the Airlines^tack Up? 

Last year, ail the carriers in our coverage satisfied their required pension 
contributions. Nevertheless, the latest company guidance suggests hefty sums will be 
required in 2005, with Northwest leading the pack with $420 million in contributions. 
AMR, Delta, and Continental are not far behind with $310 million, $275 million, and 
$192 million (helped by a $65 million contribution in stock in January 2005 and its 
tentative labor agreements), respectively, in projected pension funding requirements 
in 2005, while Alaska should contribute clo.se to $60 million. 

We believe that these contribution requirements should be considered in light of 
operating cash flow and other potential cash uses, such as debt maturities and 
unflnanced capital expenditures. Viewed in this way, we see that pension cash 
contributions will eat up a substantial portion of operating cash flow in 2005 (an 
aggregate 50%) and also represent a meaningful percentage of most carriers' 
unrestricted cash balances, 13% in total. 

Based on our current 2005 estimates, Alaska appears to have the lowest pension cash 
contribiition-to-operating-cash-flow ratio (19%) as well as the best pension cash-to- 
Linrestricted cash balance ratio (7%). Northwest Airlines, on the other hand, has both 
the highest pension cash contribution-to-operating cash flow ratio (126%) and a 
pension contribiition-to-cash balance ratio of 17%. Overall, vve expect airlines to 
have an average $1.79 per share cash drag in 2005 due to DB pensions, representing 
50% of their estimated 2005 operating cash flow and 5%-45% of their recent share 
prices. As we detail below, it could get much vvorse in 2006. 

Pension, 401(k), Profit Sharing, and Retiree Health Approach $0.01 of 
CASM at Some Carriers 

In the exhibit below, we depict the components of non-salary labor unit costs. For 
some airlines, these non-wage benefits amount to close to $0.01 of cost per available 
seat mile (CASM). Nevertheless, we also note that for LCCs such as Southwest and 
JetBlue, which utlli/e defined contribution and profit-sharing schemes, their 
respective non-salar>’ labor CASM approximates the legacies' DB CASM. Put 
another way. replacing DB plans with healthy DC and profit-sharing programs may 
not be the answer to the near-term cash crunch, though the longer-term benefits are 
less disputable. 
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Exhibit 18. 2004 Pension, Profit-Sharing, and Retiree CASM (as reported) 



Note: UAL is as erf 2003. 

Source: Bear, Steams & Co. Inc. es^males. 

Exhibit 19. 2004 Unfunded ABO per Employee 


$120,000 
$100,000 
$80,000 
$60,000 
$40,000 
$ 20,000 
$0 

UAL NWAC DAL UAIR CAL AMR ALK 



Note: UAiR's defined benefit plans were terminated effective Fetxuary t, 2005 and UAL is attempting to do Ihe same. UAL is 
calcu[atedusin^2CK)3ABOsand2004FTEs. 

Source: Bear, Stearns & Co. Inc. esfimates; company reports. 
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AAI JBLU AWA LUV ALK UAIR DAL CAL NWAC UAL AMR 
j02OO5E £32005E Stage Adjusted i 


Nc^e: St^e-ac^u^ed to 1,000 miles. UAIR an d UAL are Not Rated. Using ttiird- quarter 2004 stage as per Form 41 data 
Source; Bear, Stewns & Co. Irrc. estimates. 

in 2005. given expiring pension legislation (plan years beginning after December 28, 
2005 would revert to prior pension law), we expect Congress to attempt (o replace 
current discount rate guidelines. In addition, airline labor leaders have recently 
espoused a mechanism whereby airlines could spread out their deficit reduction 
contributions over many years. Further, with UAl. working to terminate its DB 
pension plans and US Airways having successfully ditched its own, those carriers not 
operating under the auspices of Chapter 1 1 (22). could find themselves at a 
substantial disadvantage, particularly given the significant hurdles required for 
terminating a plan outside of bankruptcy: 1) meeting PBGC’s “financial distress” 
test, and 2) obtaining labor union consent to the changes. 
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Exhibit 21. Pension Cash Conbibution Estimates ($ in millions) 

Required Pension Cash Contributions 



ALK 

AMR 

CAL 

DAL 

NWAC 

2004 

$49 

$467 

$0 

$455 

$253 

2005E 

$58 

$310 

$192 

$275 

$420 

2005E Pension Cash as % of Op. 

19% 

28% 

63% 

61% 

126% 

Cash Flow 

2006E Plan Freezes and 20-Yr Amort. 

$4 

$45 

S44 

$202 

$133 

2006E Bush Proposal {7-Yr Amort.) 

$71 

$314 

$288 

$726 

$704 

2006E PFEA Expires and 5-Yr Amort. 

$76 

$377 

$356 

$962 

$901 

2006E Plan Freezes and 20-Yr 

Amort, as % of Op. Cash Flow 

1% 

2% 

6% 

13% 

11% 

2006E Bush Proposal (T-Yr/Wtcsf.) 
as % of Op. Cash Flow 

21% 

16% 

36% 

47% 

58% 

2006E PFEA Expires and 5-Yr Amort 
as % of Op. Cash Flow 

23% 

19% 

45% 

62% 

74% 


Note: 2004 and ^5 from company ^idanc» and Bear Seams estimates. 2006 hypothetical figures from Bear Stearns 
Calculation me^odology: Uses 2004 ABO lundirrg lev^ for ALK, AMR, CAL, DAL, and NWAC; 2006 DRC amorfizafion is arrived 
at by assuming funcftng needed to acW^e 90% ABO funding level (analogous to ERISA’s current liability measure): 1 ) begin 2006 
with 2005 estimated contobulion amount, and harcut by 50% to arrive at non-DRC assumed contribution for 2006; 2 ) add 
estimated DRC anortizafons deferred from 2004 and 2005 (2003 as well if any); and 3) add 2006 DRC amortization estimate. 
NWAC includes amortizafion fitxn 2003 waived amount of $454 million. CAL has reached tentative labor agreements, which, if 
ratified, cou ld freeze it s DB pliHis and significantly lower pension fend ing requirements. 

Source: Bear, Stearns & Co. Inc. estimates. 


Page 28 


AIRLINES 



196 


Company Pension Profiles 


Alaska Air C^ROLP Exhibit22. Alaska Air’s Pension Summary 

(S in milli ons, except CASM data) 

2004 PBO Funding Status 67% 

2004 PBO Underfunding ($303) 

2004 Defined Benefit Pension Expense $78 

2004 Defined Contribution + Profit-Siaring Expense $25 

2004 Retirement Health Care Expense (OPEB) $9 

2004 DB, DC, OPEB CASM 0.440 

2005E DB Pension Cash Contributions $58 

2005E Operating Cash Flow {oil avg. $46/bbl) $302 

2004 Unrestricted Cash Balance $874 

2006E DB Pension Cash Conbibutions Base Case $71 

2006E Operating Cash Flow (dl avg $40/bbl) $332 

Source: Bear, Stearns & Co. Inc. estimates; company reports. 


We believe Alaska Air Group has the least pension risk among our legacy carrier 
coverage universe. Our estimates suggest that Alaska Air's pension is underfunded 
by $300 million, or 33% on a PBO basis (21% on an ABO basis), better than the 41% 
average among the legacies; also, tlie $58 million in required cash contributions as a 
percentage of operating cash flow is 19%. well below the 50% group aggregate. 
Further, our estiinated required contributions over the next two years are just 15% of 
the carrier’s fourth-quarter 2004 unrestricted cash balance, versus the 34% group 
average. 

For example. 2005 cash contributions are only expected to rise 18%, to $58 million, 
versus 66% at Northwest. In addition, the smaller carrier ha.s lower absolute pension 
liabilities (liabilities are one-tenth the size of AMR’s) and cash pension contributions 
are likely to be les.s meaningful for Alaska Air than the rest of the bunch. For 
instance, Alaska Air’s 2005 cash contributions amount to just 7% of its fourth-quarter 
2004 unrestricted cash balance, roughly one half of the other carriers' 13% average. 
Looked at as a percentage of 2005 estimated operating cash flow', Alaska Air’s cash 
funding needs are half those of its nearest competitor. 

Our sense is that given Alaska Air's relatively superior funding levels, stronger 
balance sheet (71% net debt to total invested capita! versus the 1 14% average at the 
four nonbankriipt legacy airlines), and less burdensome near-term cash funding 
needs, the carrier is less likely to freeze its plans despite being in contract 
negotiations with the majority of its labor groups. While we estimate that Alaska Air 
enjoys a 28% labor CASM advantage to the network carriers, plan terminations at 
other carriers would reduce its current advantage to 19% for 2005 on a stage-adjusted 
basis. 
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AMR Corpora HON Exhibit 23. AMR’s Pension Summary 

{S in millions, except CASM data) 

2004 PBO Underfunding ($2,687) 

2004 Defined Benefit Pension Expense S427 

2004 Defined Contribufion + Profit-Sharing Expense $1 63 
2004 Retirement Health Care Expense (OPEB) S264 

2004 DB, DC, OPEB CASM 0.460 

2005E DB Pension Cash Contribufions $310 

2005E Operating Cesh Flow (oil avg. $46A)bl) $1,089 

2004 Unrestricted Ca^ Balance $2,929 

2006E DB Pension Cash Crxitributions Base Case $314 

2006E Operating Cash Flow (ral avg $40/bbl) $1 ,982 

Source: Bear, Slearo 4 Co. Inc. estimates; company reports. 


We rank AMR's pension risk behind Alaska's, but ahead of Northwest's. Delta's, 
and Continental's. We estimate that AMR's pension is underfunded by $2.7 billion, 
or 27% on an PBO basis (20% on an ABO basis), better than the 41% average among 
the legacies; also, the $310 million in required cash contributions as a percentage of 
operating cash flow is 28%, below the 50% group aggregate. Further, our estimated 
required contributions over the next two years are 21% of the carrier's fourth-quarter 
2004 unrestricted cash balance, versus the 34% group average. 

AMR will likely contribute $310 million (absent legislative relief in 2005. the sum 
would have been much greater) in cash to its pensions in 2005. 11% of the 
company's unrestricted cash level, according to its December 31 balance sheet. This 
sizable cash outlay equates to roughly 28% (better than tiie group aggregate of 50%) 
of our 2005 operating cash flow estimate, equivalent to $1.24 in cash per share. 

With its credit facility' recently renegotiated, AMR should be able to easily meet 
2005's cash obligations. In fact, AMR made a first installment in January 2005 of 
$42 million. However, looking to 2006, assuming no new pension legislation, we 
forecast cash contributions will rise 22%, to $377 million, or 19% of our operating 
ca.sh flow estimate (our 2006 cash flow estimate assumes $40/bbl oil). I'o relieve this 
burden, AMR could seek IRS waivers should Congress fail to produce additional 
laws that benefit airlines with DB plans. 

In addition, we expect AMR to seriously consider selling its investment arm, which it 
attempted to do in 2003. but pulled it off the market when bids failed to meet 
expectations. As a reference to that unit’s potential value, we looked at M&A 
activity in the asset management industry over the past couple of years and concluded 
that its current assets under management imply a value of $400-$750 million for the 
money manager depending on the amount of assets ultimately transferred and relative 
performance (tissumes price to assets under management of 2%-3% and total assets 
sold of$20-$25 billion). 
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Exhibit 24. Hypothetical Valu^ for Asset Management Firms 


Assets Unde r Management (AUlv!) (U $ $ in billions) 



$15 

$20 

S 25 

$30 


Implied Value of Asset Management Unit (US$ in millions) 

1.5% 

$225 

$300 

$375 

$450 

2.0% 

$300 

$400 

$500 

$600 

2.5% 

$375 

$500 

S 625 

$750 

3.0% 

$450 

$600 

$750 

$900 

3.5% 

$525 

$700 

$875 

$1,050 

4-0% 

$600 

$800 

$1,000 

$1,200 


American Beacon Advisns drectty m^aged or saved as fidociafy or financial advisor for $37.6 billion in assets at 1/31/06, 
consisting of $17.3 bHlion under active management aid $20.3 billion as named fiduciary or financial adviser. 

Source: Bear, Stearns & Co. Irw. estimates. 


In addition. AMR might be tempted to spin off part of its regional subsidiaries, just as 
Continental and Northwest did in 2002 and 2003. Given the right market conditions, 
that could conceivably raise $500 million to $1 billion, depending on the carrier's 
profit margin. (See the table below' for potential margins and multiples.) 


Exhibit 25. Regional Units Could Potentially Help Fund Pension Plans 


Parent (former) 

CAL 

XJT 

NWAC 

PNCL 

AMR 

Eagle * Exec. 

SKYW 

DAL 

ASA + Comair 

Mean 

ASMS (billions) 

4.77 

2.22 

4.54 

1.70 

8.59 


Revenue (trtlRcMis) 

$1,461 

$581 

$1,820 

$1,067 

$2,117 


E8T Margin Actu^ (Assumed) 

13% 

11% 

6% 

12% 

6% 

12% 

P/E Actual (Assumed) 

6.6x 

4.2x 

7,1x 

10.4X 

7,1x 

7,1x 

Actual (implied} Makel Cap. 

$604 

$223 

$496 

$1,012 

$577 


jAssumlng 12% EBT Marqin 



$988 


$i,149 } 


10% of 2003 OB Plan Assets* 

Potential Contribution Ceiling 

$734 


$684 



Note: Second-half 2004 Scheduled ASMs from OAG via BACK Aviatiem; Revenue = 12 months ended 9/30A)4. Comair and ASA 
revenues 12 mcmttis ended 6/30/04 using OD1A data. Market capitaNzation for XJT, PNCL, and SKYW as of 3/10/05, As 
reference, NWAC coibibuled $350 million (roughly 7% of total GAAP plan assets at 1 2/03) worth of privately held Pinnacle shares 
to its defined benefit f^ans in 2003. CAL contributed $100 million of XJT to its DB plans (approximately 8% of GAAP plan assets 
at 12/03), which was freely badable. DAL paid over $2 billion for Comair and ASA according to media reports. Assumes 36% tax 
rale for wfiolly owned subsidiary implied market value calculations. 

Sourre; Bear, Steams & Co. Inc. estimates; company reports. 
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CONTINENFAL 

Airlines 


Exhibit 26. Continental’s Pension Summary 

($ in millions, except CASM data) 

2004 PBO Underfunding ($1 ,582} 

2004 Defined Benefit Pensicwi Expense $293 

2004 Defined Contribufion + Profit-Sharing Expense $30 
2004 Retirement Health Care Expense (OPEB) NA 

2004 DB, DC. OPEB CASM 0.38(6 

2005E Required DB Pension Contributions $307 

2005E DB Pension Cash Contributions $192 

2005E Operating Cash Ffow (a! avg. $46/bbl) $307 

2004 Unrestricted Cash Balance $1 ,460 

2006E DB Pension Cash Contribufions Base Case $288 

2006E Operating Cash Flow (oil avg $40/bbl) $798 


Note: 2005 pensioi contritajtiais exdude $65 miHon in stock and assume $50 million 
in sawngs from labor deals. 

Source: Bear, Stearns & Co. Inc. eslknaf^; company r^wrts. 

We believe Continental’s pension risk is higher than Alaska Air’s and AMR's, but 
lower than both Northwest’s and Delta’s. We estimate that Continental's pension is 
underfunded by $1.6 billion, or 55% on a PBO basis (47% on an ABO basis), worse 
than the 41% average among the legacies; also, the $192 miilion in required cash 
contributions as a percentage of operating cash flow is 63%. a touch above the group 
aggregate of 50%. Further, our estimated required contributions over the next two 
years are 33% of the carrier's fourth-quarter 2004 unrestricted cash balance, in line 
with the group average. 

Contlriental started out 2004 w'ith the best-funded pension plan of the legacy carriers, 
on a current liability bast.s (cash purposes). Originally, Continental intended to 
contribute $300 million to maintain a 90% current liability status (a level that 
precludes DRC requirements). (Current liabilities are measured using ERfSA/lRC 
formulas analogous to the GAAP ABO [Accumulated Benefit Obligation], which 
differs from the PBO [Projected Benefit Obligation], since it makes no assumption 
about future compensation levels, making it generally lower than the PBO.) 
However, bruising fuel prices and weak yields made liquidity preservation a top 
priority, and. in mm. Continental availed itself of the Pension Funding Equity Act 
(PFEA) of 2004, thereby eliminating its cash contribution in 2004. 

I'he year 2005 looks more troublesome, though the carrier did use $65 million of 
F-xpressJet equity as an initial contribution in January. Assuming Continental 
achieves its stated $50 million in pension contribution savings resulting from 
tentative labor agreements, we estimate cash contributions of $192 million, or $1.86 
per share, representing 63% of our operating cash flow estimate, higher than 50% 
group aggregate. Nevertheless, as a percentage of its December 2004 unrestricted 
cash balance. 2005’s pension requirements amount to a more manageable 13%. in 
line with the group's average. After January's FxpressJet contribution, based on 
ownership levels as of February' 7, we estimate that Continental could potentially 
contribute another $65 miilion in ExpressJet shares (at which point we estimate plan 
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assets would hit ERISA's 10% ownership cap permissible for pension plans) lo its 
DB plans, further reducing cash outflow to roughly $127 million. (Continental has 
publicly stated its intention to unwind its ownership of X,!'!' shares.) 


Dpl l A Air Lints Exhibit 27. Delta’s Pension Summaiy 

($ in millions, e xcept CASM data) 

2004 PBO Funding Status 56% 

2004 PBO Underfunding ($5,298) 

2004 Defined Benefit Pension Expense $549 

2004 Defined Contritxifion + Profit-Sh^ng Expense $1 50 

2004 Retirement Health Care Expense (OPEB) $76 

2004 DB, DC, OPEB CASM 0.53^ 

2005E DB Pension Cash CtKibitHitions $275 

2005E Operating Cash Flow (dl avg. $46/bbl) $454 

2004 Unrestricted Cash Balance $1 ,799 

2006E DB Pension Cash Contributions Base Case $726 

2006E Operating Cash Flow (oil avg $40ftibl} $1,558 

Source: Bear, Stearns & Co. Ina estimates; company reports. 


We believe Delta has one the highest pension risk profiles among the legacy carriers 
operating outside of Chapter 11. While its funding deficit is the w orst in the industry, 
its contributions as a percentage of cash flow- are slightly below Northwest’s. We 
estimate that Delta’s pension is underfunded by $5.3 billion, or 44% on a PBO basis 
(43% on an ABO basis), greater than the 41% average among the legacies; also, the 
$275 million in required cash contributions as a percentage of operating cash flow is 
61%. a notch above the 50% group aggregate. Further, our estimated required 
contributions over the next two years are a sizable 56% of the carrier’s fourth-quarter 
2004 unrestricted cash balance, versus the 34% group average. 

On November M. 2004, Delta’s pilots ratified a new labor agreement principally 
calling for a 32.5% wage cut combined with a partial freezing of its defined benefit 
plan and subsequent creation of a defined contribution replacement plan. While the 
contract permitted Della to avoid a potential fourth-quarter 2004 bankruptcy filing, 
the carrier has only scratched the surface regarding its pension underfunding. 
Despite freezing its pilot DB plan. Delta will still need to contribute hundreds of 
millions of dollars per year as a result of the $4 billion plus funding gap. What’s 
more, the latest collective bargaining agreement established a new defined 
contribution requiring company funds, which will likely offset some of the potential 
cash savings. 

For 2005. we estimate defined benefit pension cash contributions of $275 million 
(nonqualified DB plans will add another $65 million, while defined contribution 
plans could total $110 million), which is roughly 60% of our projected operating cash 
flow in that year. Further, as a percentage of its fourth-quarter 2004 cash balance, 
Delta’s 2005 pension needs sit at roughly 15%, in line with the group average. 

In light of the still-substantial pension obligations. Delta continues to face a 
formidable challenge — meeting its legally mandated funding requirements. The 
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company posted the largest absolute funding gap of the nonbankrupt carriers in 2004, 
with an ABO underfunding of $5.2 billion versus runner-up Northwest’s $3.6 billion 
in already-accrued unfunded liabilities. That said, we expect the company to pursue 
any and all non-termination outlets available to mitigate its pension burden. For 
example, in mid-December 2004. CEO Gerald Grinstein indicated Delta would work 
with Congress to devise a mechanism that would stretch out pension funding 
payments. Similarly, CFO Michael Palumbo has drawn analogies to funding 
deferrals obtained at both TWA and PanAm. In addition, we would not be surprised 
if Delta looked to spin off part of its regional subsidiaries, Comair and ASA, w hich it 
paid $2 billion-plus for in the 1980s and 1990s. (For more on this topic, see the 
exhibit below.) 


Exhibit 28. Regional Units Could Potentially Help Fund Pension Plans 


Parent (former) 

CM. 

XJT 

NWAC 

PNCL 

AMR 

Eaale * Exec. 

SKYW 

DAL 

ASA + Comair 

Mean 

ASMs (billions) 

4.77 

2.22 

4.54 

1.70 

8.59 


Revenue (iiHliioiis) 

$1,461 

$581 

$1,820 

$1,067 

$2,117 


EBT Margin Actual (Assumed) 

13% 

11% 

6% 

12% 

6% 

12% 

P/E Actual (Assumed) 

6.6x 

4,2x 

7,1x 

10,4x 

7.1x 

7.1x 

Actual (Impli^) Market Cap. 


$223 

$496 

$1,012 

$577 


jAssuminq 12% EBT Margin 



$988 


$1,149 I 



10% of 2003 DB Plan Assets = Potential Contribution Ceiling $734 $604 


Note: Second-half 2004 Scheduled ASMs from OAG wa BACK Aviahon; Revenue = 12 months ended 9/30/04. Comair and ASA 
revenues 12 months ended 6/30fl)4 usmg 001A data. Madret c^talizatioi for XJT, PNCL, and SKYW as of 3/10/05. As 
reference, NWAC contributed $3M) million (roughly 7% of total GAAP plan assets at 1 2/03) worth of privately held Pinnacle shares 
to its defined benefit plans in 2003. CW. contributed $100 millicsi of WT to its 08 plans (appronimately 8% of GAAP plan assets 
at 12/03), which was fre«ly tradable. OAL paid over $2 billion for Comair and ASA acceding to media reports. Assumes 36% tax 
rate for wholly owned subsidiary implied mark^ value calcula tions. 

Source: Bear, Steams & Co. Inc. estimales; company reports. 

NOR THWFSr AIRI4NF S 29. Northwest's Pension Summary 


($ in millions, except CASM data) 

2004 PBO Funding Status 59% 

2004 PBO Underfunding ($3,820) 

2004 Defined Benefit Pension Expense $444 

2004 Defined Contribution + Profit-Siaring Expense NA 

2004 Retirement Health Care Expense (OPEB) S98 

2004 DB, DC, OPEB CASM 0.59^ 

2005E DB Pension Cash (Contributions $420 

2005E Operating Cash Flow (oil avg. $46ftibl) $333 

2004 Unrestricted Cash Balance $2,459 

2006E DB Pension Cash Contributions Base Case $704 

2006E Operating Cash Flow (oil avg $40/bbl) $1,214 

Source; Bear. Sterns & Co. Inc. estimates: crxnpany reports. 


Northwest's cash contributions as a percentage of operating cash flow rank the 
highest among the legacy carriers. We estimate that Northwest's pension is 
underfunded by $3.8 billion, or 41% on a PBO basis (40% on an ABO basis), in line 
with the legacy average: also, the $420 million in required cash contributions as a 
percentage of operating ca.sh flow is a whopping 126%, well above the 50% group 
aggregate. Further, our estimated required contributions over the next two years total 
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46% of the carrier’s tburth-quarter 2004 unrestricied casli balance, versus the 34% 
group average. 

In 2002-03. Northwest demonstrated to the markets its ability to tackle near-term 
pension requirements through cash, pension waivers, and noncash contributions. 
However, in doing so, the Minneapolis-based carrier expended several precious 
resources that may be difficult, if not impossible, to replicate this time around. In 
2003. Northwest sought administrative relief and received permission to fund its 
pension plans with $223 million (for the 2002 plan year) in a subsidiary's stock and 
amortize 2003’s payment of $454 million over five years. The Pension Funding 
Equity Act of 2004 reduced Northwest’s 2004 cash contribution to $253 million. For 
2005. the carrier expects pension needs to rise to $420 million, which amounts to 
126% of our forecasted operating cash flow for the same year (more than double the 
group aggregate). However, as a percentage of fourth-quarter 2004’s unrestricted 
cash balance. Northwest's pension cash requirements come in at 17%, only a touch 
north of the group average. 

After successfully monetizing its regional subsidiary in 2003. Northwest is left with 
only an 11% slake, valued at roughly $25 million, hardly enough to make a 
meaningful dent in pension cash needs. Meeting 2005's pension needs should not 
present any extreme difficulties for the carrier, though turning to 2006, things may 
get uncomfortable should Congress allow the current legislation to expire without 
any replacement. The pilots union appears to understand the severity of the situation, 
as it recently agreed to discuss a possible D13 freeze w ith the company in order to 
ensure the plan’s sustainability. The pilots’ freeze initiative could establish an 
important precedent for other unions that arc in negotiations. 

Aside from union concessions, the carrier still possesses two pension waivers (three 
remain for the pilots' plan) that it could apply for beginning in 2006 should Congres.s 
not act. 

Notwithstanding the availability of additional pension waivers, we believe it could be 
more difficult to convince the IRS of the carrier’s temporary financial hardship this 
time around (are the indusir>'’s current woes truly temporary?) as well as meet any 
additional collateral requirements that could be required. We note that in the first 
waiver application. Northwest was obligated to grant its pension plans liens on some 
domestic slots, international routes, aircraft, and engines, likely leaving less 
unencumbered assets for another round of waivers. 

On a related front. Northw-esl received an informal request from the SEC regarding 
its pension plan accounting (GAAP) assumptions. Our initial lake is that while it is a 
noncash issue. Northwest's a.s.set allocation (74%-20% equities/tlxed income versus 
63%-29% average at other carriers) is likely behind the higher return expectation. 
Should Northwest move to reduce its expected rate of return assumption by 50 bps, 
all else equal, we estimate that it could negatively affect expenses by roughly $27 
million, or $0.20 per share. 
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United Airlines and 
US Airways (Both 
Not Rated) 


US Airways terminated its remaining defined benefit plans in January 2005 (in its 
first stint in bankrupts, US Airways terminated its pilots’ defined benefit pension 
plan). The much larger United qjpears to be in a more tenuous situation, as the 
PBGC preemptively moved in late December 2004 to terminate the pilots’ plan, in 
hopes that relief from cockpit crew DB plans would allow the airline to maintain the 
remainder of ite plans, something UAL vigorously opposes. United’s pilots union 
agreed in its latest contract (ratified in January) not to fight its DB plan’s termination, 
in return for a healthy DC plan and a $550 million convertible note to supplement the 
pension benefit losses. The large convertible note could pose a sticking point for 
other unions and potential exit financiers. However, punting the pilots’ plan alone 
could save $1.3 billion (30% of total pension cash obligations due through 2008) in 
cash contributions. Subsequently, the PBGC also moved in mid-March to take over 
the UAL ground woricers pension plan, which is estimated to require the greatest 
funding contributions of all of UAL’s plans through 2008, at $1.4 billion. Relieved 
of the responsibility for its two costliest plans, UAL could find it tougher to convince 
a judge of the need to terminate the remaining plans. 

UAL faces substantial pension contributions in the coming years. It continues to 
hemorrhage cash, similar to the other legacy airlines, and the difficulty in attracting 
exit financing has all but sealed the fate of its defined benefit plans, in our view. 
Through 2009, UAL estimated it would have to contribute more than $4 billion. 
Should UAL also succeed in terminating all of its defined benefit plans, while also 
reducing wage rates, and exit with low-cost carrier-like costs, the second-largest U.S. 
airline would pose a formidable challenge for fellow legacy and LCC carriers alike, 
in our opinion, in addition, any changes made to UAL’s pension plans are likely to 
ripple through the industry given the carrier’s size, spurring modifications at other 
airlines. 


Exhibit 30. There Appears to Be No Way Around Huge Cash Drain Except Termination 


UAL Minimum D8 Funding 
Contributions (U$$ In millions}'" 

No Waiver Waiver 


US Aimays Minimum DB Funding 
Contributions (US$ in millions)'^ 

No Waiver Freeze & Waiver 


2005E 

$1,200 

$200 

2006E 

$1,000 

$400 

2007E 

$1,500 

$1,000 

2008E 

$600 

$1,400 

2009E 

$100 

$1,200 

201 OE 

$0 

$500 

Total 

$4,400 

$4,800 


2005E 


$32 

2006E 


$59 

2007E 


$177 

2008E 


$213 

2009E 


$248 

Total 

$987 

$728 


(1) Company reports dated 12/15/04; due to ramcfing, breakdown as shown in millions does not foot with company-disclosed 
total of $4.8 billion. 

(2) Court fillings 12/13/04; assumes lAM/AFA plan freezes 1/1A)5 and waivers from 2004-06 as welt as waivers tor toe CE plan 
from 200r-09. 

Source: Bear, Steams & Co. Inc. estimates; compaiy reports. 
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A Quick Overview 


Pensions 101 


As plan assets fall at the airlines, pension obligations become an issue, particularly 
for those carriers with “defined benefit’* plans, which differ from 401k plans because 
the DB sponsor beai^ all the investment risk by guaranteeing a retirement amount. 
Carriers with defined benefit plans include Alaska Air Group, American Airlines, 
Continental, Delta, Northwest, United, and US Airways. Southwest, JetBlue, 
AirTran, frontier, and America West do not offer defined benefit plans, though they 
do provide defined contribution plans partially funded by the carriers themselves. 

On top of regular maintenance contributions, federal pension law requires companies 
to contribute additional assets unless the pension plan’s funded status is at least 90% 
or the funded liability is currently at least 80% and was at least 90% in two 
consecutive years out of the past 'three. However, DRC funding rules are such that 
companies often have limited amounts of time to make up the shortfall and, under 
some circumstances, may contribute limited amounts of stock rather than cash. (In 
2003, and again in January 2005, Northwest and Continental used stock to fund 
portions of their pension plans, and we expect AMR, Continental, and Delta to 
consider future cash funding alternatives.) 

Over on the P&L, pension accounting permits the use of smoothing mechanisms that 
spread out recognition of income and expenses. Accordingly, it reduces the volatility 
of pension earnings (costs). What’s more, the income or expense items in a given 
year are largely determined by the previous year’s assumptions and plan realizations. 
For the most part, this suggests that companies have substantial visibility with regard 
to their current>year pension expense (and contributions) and to a lesser extent for the 
following year. Of course, the variability of key inputs, such as the discount rate, in 
pension forecasting makes longer-term estimates much less reliable. In addition, the 
legislative uncertainty only adds to the uncertainty of contribution forecasts beyond 
this year. 

In terms of the balance sheet, if a plan’s Accumulated Benefit Obligation (ABO) 
exceeds plan assets, then, at a minimum, the company must record the unfunded 
amount on its balance sheet. 

Another important factor in pension calculations is the mortality rates mandated by 
federal law. Pension plans currently use the 1983 Group Annuity IVlortality Table, 
which some argue fails to accurately reflect current longevity norms. The Secretary 
of the Treasury is empowered to update mortality figures based on projected trends 
and DB plans’ actuarial experience. As a result, the Department of Treasury and tlie 
IRS are reviewing the mortality tables, which could lead to longer benefit stream 
assumptions. 

In summary, defined benefit plans affect earnings through net pension costs (found in 
labor expenses at airlines), cash flows due to required cash contributions, and balance 
sheet equity due to any minimum pension liability charges (excess of accumulated 
benefit obligations over the fair value of plan assets). Conversely, pension 
accounting can provide a boost to earnings, as occurred in the late 1990s, when assets 
outperformed return expectations. 
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ERISA: Background There are three federal entities that administer and enforce ERISA for corporate 
pension plans: the Department of Labor (DOL), the Internal Revenue Service (IRS), 
and the Pension Benefit Guaranty Cmporation (PBGC). The DOL’s Employee 
Benefits Security Administration has the authority to allow exemptions to certain 
ERISA rules, such as contributions of in-kind securities to a DB plan. For its part, 
the IRS has the authority to gr^t waivers deferring current contribution requirements 
to the following year. The PBGC was created by ERISA to insure continuity of 
defined benefit plans and the orderly payment of benefits. Often this entails the 
PBGC taking over a failed DB plan. For example, as part of US Airways’ two 
bankruptcies, the PBGC agreed to assume responsibility for all of its DB plans and 
ensure that retirees receive benefits. For this insurance, plan sponsors pay premiums 
to the PBGC, which increase with the size of their funding gap. 

We note that pension payments are required on a quarterly basis. Each quarterly 
payment must be 25% of the annual ^ount, and it is due within 8.5 months of the 
plan’s year-end. These payments are due on the fifteenth day of the fourth, seventh, 
tenth, and thirteenth month from the beginning of the plan year. Thus, a December 
year-end comply would make its quarterly payments on April 15, July 15, October 
1 5, and January 1 5, one month after the plan’s year-end. 
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Appendix: Cash Bum and Oil Sensitivity 
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Exhibit 31 . Cash Burn with No Debt Refinancing 

With NO Dabt Refinancing 
As ofs/iim 


Cash Flow/Burn 2005E (USS milltons) 

AMR® 

ICALj 

DAL" 

fWAC 

JBLU 

LUV 

AAI 

ALK 

AWA 

FRNT® 


■■^1 



HHH 

HlHi 

BHH 

■HB 

j^^^B 

^b^b 

SB^fl 


nnim 





■ItTB 

BiMBI 

B^Bl 

S114 

$16 

Ooeralina CF (aftet-lax) $35/bbl 




■MH 


mmm 

BES9B 

BISHI 

$72 

$9 






■ISH 

mmsm 

$32 

$327 

B^H 

$1 



BViH 

■fl-« 


■BE9I 


BBEBI 

BtItB 


($61 


wrmm 



■ iff 

■Bm 


■K9B 


B^$B 

($13) 

Ooeratinq CF (after-taxi S55/bbi 




■tiSH 

KU^B 


B^B 


H^^B 

($211 






^■Bi 

Sbb 

kBB 




NetCaoex 

■.HM 

m»i>m 





S73 

$170 

..S4S.„„. 

$35 

DB Pension Contributifws® 

HiQiH 

Kiin 


$420 

■EEH 

NA 

NA 

$58 

■BOH 

NA 

Cash From Financinas 

_|0 1 

» 


KiEm 

$0 


$0 

$0 

■BB 

SO 






■U^H 


a^B 

Bj^jB 

BibH 

$17 

Liauiditv 


■■Hi 

■HH 

■■■■ 

■HB 


BBBl 

bbbi 


■■■■ 

1 Inrestrintfiri Cash Balance at Calendar 4004 

KSSH 






k&b 

mmmm 


$149 


■sss 

usai 





■OBI 


$417 

$160 


mssm 

tmszm 


Ksn 

■KiEiH 


H^B 

mmmm 

KS&B 

($3S) 

Cash Flow (Bum) per Day $30/bbl 

Kka 

KEH 

»i 

KEM 

KilH 


BEsm 

^K^B 

HSiB 

($0.1) 

?00SF Bnri ofYearUnresWoted Cash S30*W 

aaui 

■2123 



■E^B 


McfiM 

MfrHC 

■mM 

$113 



12. 

■hia'.'-f 

12. 

12. 


B^^B 

gagat-i 

12. 

12+ 

LT.TiLrj<waifai!m':iiBWT<iirfrii;t.Tn?!— — 

KliH 


K2m 


BQEH 


HIBB 

$70 

HS!B 

KSB 


Km 

msM 


■ms 

BQBB 

■EE^I 

■UiUB 

BQEBI 

k&b 

($0.1) 

2005E End of Year UnresSkied Cash $35/bbi 


WESM 



■QQI 

■EHB 

■EMB 

B^ESB 


$w 

Months of Cash Left wilh ffll at $35AibI ftnm YE 2004 to T^mshold 



,2. 

12. 

12. 


12. 

CF Pos. 

12. 

12+ 


Ksn 

Ksn 

HS3I 

Hizm 

BEESB 

BLiiiB 

■ESOB 

—fi— 

BEISB 

($51) 

Cash Flow (Burn) per Day $40/Kil 

KEH 

Ksn 

K£B 

■t£Lia 

KKB 

BQEB 

KiSB 

$0.1 

HSEB 

($0.1) 

2Q05E End ofYear Unrestricted Cash $40*bl 


KSH 

■ms 

Him 

msam 

HiSB 

BSEB 



$98 

Months of Cash Lett with OH at $4q*W from Vfc 2004 to I hreshold 

1!. 


• 

12. 

12. 


12. 


B^B 

12+ 




KSiOi 

H^STM 

■ilisiw 

HSSfl 

■!tUM 

$21 

BtiMM 



■ntiM 

Hsn 

HIES 

KEM 

■UUi 

>1.7 

HtlH 

$0.1 

■MS 

($0.2) 


■w.w 

1717 




mSESM 


■Eim 

TI^ITB 

$91 

MonUis of Cash Left vrith Oil at S4SAbi from YE ‘04 to Threshold 

,2. 

7 

■ 

,2. 

12. 

EISS 

,2. 


» 

12+ 



Husn 

HiliiB 

HKES 

BUiJB 


Bmn 

msm 

KESB 


Cash Flow (Burn) pet Day S50/bbi 

■aidM 


KiS 



>1.7 

■liiUB 

HSEB 

■QIEB 

Ki^H 




Him 




B^B 

WBSM 


$84 

I |i|i I liili If ll 

12. 

« 

— 1— 


,2. 


B^B 



1J+ 




HIES 

KESEBl 

KEin 

B2EH 

BiiiiiB 

BtSB 

Ksa 

BESH 


Kzn 

IHSiH 

mssm 

■I^B 

Hsm 

$1.7 

BE^EB 

HMB 


($0.2) 

?nnSF FndnfYearUnresbictgdCash SS5/bbl 

KD^H 

■I^B 

KS9 

■UkS 

■UtlLB 

HEuH 

HiSiB 



$76 


12. 



— 



-15^ 

i5r- 

' 

' 12* 


(1) Op»^ting Ca^ Flow - Net tnoome + D&A pension expense; assumes no impact from diange in working capital. 

Assumes crude price of S49/bbl in 1Q05 and S4S/bbl in 2Q4Q05. Incorporates hedge positions. 

(2) Assumes AMR has to repurchase $104 million facilities bond due in4Q05. 

(3) Assumes drawdown on $250 million of available Amex prepayment 

(4) FRNT is in 2006 March-ending fiscal year, base assumption oil at $43.75/tol for FY2006- 

(5) Assumes no additional noncash (stock of subsidiary} contribution to DB pension plans. 

(USS in millions) | AW 1 CM. I DAL I NWAC I jetU | LW I AAI I W.K I AWA I FRHT I 

lErtmatadUnf^rictadCwhConeamLwl I $1,500 I S1.000 I SlSflO I '<1400 ( | T $100 | $300 I 4200 I 875 I 

As points of reference, we note that AMR achieved its last-minute deal with laba last Apnl with $1.2 bilion (7% of LTM sales) in unrestricted cash and equivalents, UAL fried 
for Chapter 11 on 12/9/02 with $13 billion (9% of LTM sales) in urH'estricted cash and equivalents (YE 2002). and LiS Air entered Chapter 11 on 6/11/02 with close to $900 
niijiionirica8|^3QO^atericewasJ900million|jy3%^rf^l^sa!es^_^^^^^^^^^^^^^^^^^^^^^^^^^^^_^^ 

Source: Bear, Stearns & Co. Inc. Ktimates; company reports; company guidance. 
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Exhibit 32. Cash Burn Assuming 80% Debt Refinancing 

With Debt Refinancing of 80% of Maturing Amount 
As of 3/11/OS 


Cash Flow/Burn 2005E (USS millions) 

AMR® 

[MLl 

DAL" 

KWAC 

JBLU 

LUV 

AA! 

ALK 

AWA 

FfiNT'** 






bbh 

HHH 

HBHIi 

■bh 

■B^i 

BBBB 

OoeraSnq CF (after-tax) SM/faW 


■TiTTV 

B$rim 



bthb 

BIM^B 


BiBB 

$16 

Oneraftna CF (after-tax) S35/bbl 

Wlrkn 






BESBB 

BEISBI 

$72 

$9 




HnrirH 

BMH 

KSB 


■mi 

$327 

$30 

$1 


■'{KiTVH 

■ViTH 


»w 

BBEBi 

■MB 

$19 

■KcliM 

■am 

($6) 

Ooeratinq CF (after-tax) $50/bb! 


■ni.M 


■BOH 


^^SB 

$6 


mmm 

($13) 

Ooeratina CF (after-taxi $55/bbi 



BL^DB 

Bam 


BMm 


■^B 

KB 

($21) 

Cash ObirqatiotTS 




BB5 

BBB 

SBB 



^SBI 


Net Caoex 


■fb-M 

■kiM 


Bum 


$73 

$170 

bb^b 

$35 

DB Pension Contributions*^* 




B?giBi 

besh 

BB9I 

NA 

$68 

NA 

NA 



HISK 

Bt^B 

Bom 

$0 

BEsm 

$0 

$0 

HMH 

$0 

Debt Maturities 





ksh 

■^B 

$3 


^^Bji 

$3 







55Bi 

bbk 

Bb5 

bBS 

■SB 

Unrestricted Cash B^ance at Calendar 4Q04 


■«!« 

■nfEM 

»«!•« 

■Esm 


bemb 

BMEB 

BES3B 

$149 



I^Si 

II^^S 




■SSH 

■MB 

|B^B 

$160 


mmm 

Him 



Bcm 


BbiLB 

BlilEBi 


■mi 

Cash Flow (Burn) oerDav $30/bbl 

S2.7 

$05 

BEI^H 

$0.6 

$a2 

... 52.1 _ 

Bam 

mmmm 

tmmm 

($0.1) 

2n05E End of Year Unrestricted Cash $30/bbi 


EEB 

tmmm 


BESm 

B2MB 

MHrMiM 

■EmiB 

Bosm 

$127 



ESS 



■slJa'.l-W 


12. 



12* 




5^31 

Bcm 


BCQB 

HEB 

[[^35 

wmam 

Kmi 

Cash Flow (Bum) oer Dav S35/bW 

$1.9 

KiUH 

■CiEH 

$0.1 

$0.1 

$2.1 

Km 

BimB 

$0.1 

($0.1) 

2005E End ot Year Unrestricted Cash S35/bbl 

HEBM 


B^m 

■SEgM 

mssM 

Bsmi 


■IMdrI 


$119 


■sUi/M 

E3aS9 

essb 


BSESSi 


12. 



12+ 


Km 

Hmi 

Km 

KQB 

Km 


Km 


■iUIB 

($37) 


$1.1 

KEB 

IBSl^B 

BUliB 

booh 

B[2QB 

BESm 

IBS^B 

Bam 

($0.1) 

2005E End of Year Unrestricted Cash $40ft)bl 

■BlwM 


mimm 




■^imi 

■»f=i=Mi 


$112 



12* 

■♦IJa'.'.f 

,2. 


■lagan 

13^ 

■rTJgnW 

—15^ 

12+ 

2905E Cash Flow (Bum) Oil @ $45fbbl (Base Case) 

KSH 

■TTggB 

BnESB 

■laaM 

$14 

KBH 

■SB 

BES3B 

BSSB 

($44) 



KSB 

Km 

■UilH 

$0J> 

.2.1 

Bam 

KSB 

Bam 

■aiH 

200SE End of YearUnreaUictad Cash S4Sfbbl 


EEIIB 

Bum 

■nxma 

Bcmi 

■rg™ 

■MB 

»1’k« 

■2m 

$105 


KZ^9 

12+ 


12. 

Ei^B 


12. 

■ygjSi 

12+ 

12+ 


H2DM 

■Liim 

BIUBB 

Hsm 

Km 


Km 

iim 

KEBB 

■SB 


KEH 

KEB 

BQEB 

HiEiB 

Bam 

■i^B 

Bam 


■am 

■mS 

2005E End of Year Unrestricted Cash $M/bbl 


mjsnm 

■OHM 


mtmm 

wtaaam 

Bimi 

BBSB 

«JiMi 

$97 








—it:" 






mm 

Bcim 

BQZm 

liSSi 

KEB 

Bum 

BCBI 

■am 

mmm 


KEH 

BQEB 

BSiB 

Bam 

Bam 

$2 0 

Bam 

—MiMI 

■am 

($0.2) 




BiKiiB 

Bum 

Bam 

mEasM 




$90 

Months of Ca^ left with Oil at SSStbl fhjm YE 2004 to Threshold 

12^ 

,2. 


12. 

12. 

CF Pm. 

12^ 

■warJHM 


15* 


(1 ) Opiating Cash Flow ~ Net income * D&A * pension expense; assumes no impact ftom change in net working capital. 
Assumes crude iM'ice of S49/bbl In 1Q05 and $45/bbl in 2CMQ05. Incorporates he^eposifions. 

(2) Assumes AMR has to repurchase $104 million facilities bond due in 4005. 

(3) Assumes drawdown on $250 million of available Amex prepayment 

(4) FRNT is In 2006 March-ending fiscal year, base assumption oil at $43.75/1:4)1 for FY2006. 

(5) Assumes no addition^ noncash (stock of subsidiary) contn’butkx) to DB pension plans. 


OiSS In mlKions) 


^ESQH 

■EQBIBBjSBBISkiBl 

iEstImated UnreUdeMd Cash Concern Level 

1 $1,500 I $1,000 < $1,500 1 $1,100 i $150 I $750 I 

KliB 

■SmiBEHimBEaBl 


As points of reference, we note that MfR achieved Its last-minute deal with labor last April wth $1.2 billion (7% of LTM sales) In unrestricted cash and equivalents. UAL filed 
for Chapter 11 on 12/9/02 wi8i $1,3 billion (9% of LTM sales) in unrestricted cash and equivalents (YE 2002), and US Air entered Chapter 11 on 8/11/02 with dose to $900 

Source: Bear, Steams & Co. Inc. estimates; company reports; company guidance. 
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Exhibit 33. Cash Bum with No Debt Refinancing and PFEA Expiration {Five-Year Amortization) 

With NO Debt Refinancing & PFEA Expiration (5-Yr Amortization) 

As of 3/11/05 


Cash Flow/Burn 2006E (US$ millions) 

AMR 

ICALj 


mific 

JBLU 

LUV 

AM 


AWA 

FRNT'® 


■■■ 



HHH 

HHHI 

HBHI 

HIH 

IHHI 

HHHI 


Ooerating CF (after-tax) $30/bbl 




kiem 

»iMi 




■l^^B 

$35 

Operating CF (atter-tax) SaSftbl 



■im 


■fggM 


■Mi 



$24 


KliM 



■ilM 



$60 

■ssn 

H91 

$12 

Oneratino CF (after-tax) $46Abl 




■flliKM 

$171 

$961 

$36 


KM 

$1 

Ociaratina CF (afler-tax) $50/bbl 



KM 




$11 


KM 

($10) 






KM 

Hitilf 

■OM 


■tM)M 

(S221 

Cash Obliqatfons 







— 

hhh 



Net Capex 

BSEH 

$170 



■Ml 




$59 

$35 

DB Pension Contributions'^ 





NA 

NA 

NA 

$76 

NA 

NA 

Debt Maturities 



$733 


■j^M 

KM 

S1Q 

■|nn| 

■jj^^B 

$18 

Liauiditv 

■HH 






iKM 


g^SB 

KKlI 

Estimated Unrestricted Cash Bal»i(» at Calendar 4Q05''’* 


$717 



■SSB 

■fUM 

BSSi 

KfiMi 


$91 




KE9 


K£M 

mcfiM 

KEM 

■Kn 

■I^M 

$149 


Km 

■LiUB 

w 

H2M 

mssm 

KM 

■cm 

ItkM 

■ElM 

($18) 

Ca^ Flow (Bum) oer Dav $30/bbl 

12^1 

KM 

kxh 

KM 

KM 

»f*l 

$0.2 

■I^ZIH 

KM 

($0.0) 

2006E End of Year Unrestricted Cash $30/bfal 


K&n 

■SM 




■esm 


^mm 

$73 


K9Z9 


■tlii'.'M 






iatflilrffll 

11 




KM 

Ksn 

■Esn 

■Ksn 


Mil'M 

KM 

HMI 


KEH 

Kim 

KM 

Han 

KM 

$0.0 

$0.2 

■E&SM 

■UM 

($0.1) 

2006E End of Year Unrestricted Cash $35/bK 


MgM 

■[g23li 

— 

■SMI 

■afnf 



His 

$62 

Months of Cash left with Oil at $35/bbl frcwii VE 2005 to Threshold'”' 


MMlidHl 

fiMHttfl 

' 

3! 




MiHilCtEll 

7 

200SE Cash Flow (Bum) Oil @ $40/bbt (Bue Case) 

W7 

■MM 

H2SB 


■U;^M 

■(ilM 

$40 

.72 

KESM 

($41) 


WEEm 

KBM 

KM 

H2M 

■CIM 

KM 

io.i 

TiM 

KM 

KIM 



M*'tM 

HSIK 



MTTiM 

■SM 

■dM 

$32 

$50 



qIQESS 


‘ 

2> 

454 

E1IS9 


uy^moj 

5 


■MM 



■assn 

KM 

HM 

■BSH 

wmmm 

Kun 

($52) 




Ksa 

H2n 

■QEB 

KM 


■lESM 

■liM 

($0.1) 

2006E End of Year Unrearicted Cash $45/bW 


$337 

m^B 

■»7TV 


Mihfim 



^KM 

$39 

Months of Cash Left wifti Oil at $45(bbl from YE 2005 to Threshold'”' 

27 



5 

22 

207 


■ilia/.M 

lilflHgBl 

4 


WEmm 

HS9 


■rasn 

Kon 

HMn 

KM 

18 

H2iBB 

KMI 

Cash Flow (Bum) oer Day $S0/bbl 

■K2i9i 


KM 

Kzn 

KM 

KM 

KM 

MlilM 

KM 

($0.2) 

2006E End of Year UnrestriSed Cash SSO/bbI 

$1,515 

$170 



KMn 

HEM 

mmm 

km 

KM 

S2S 

Months of Cash Left with Oil at iSo/bbI from YE 2005 io Threshold'”' 


liRUtm 



— w- 

■KH 

S^M 


uauusa 



■ngga 

km 

■QES3B 

H2M 

Ksn 

KM 

KM 

H2n 

HSM 

(ITS) 



KM 

KM 

H2M 

KM 

KM 

■QM 

KM 

KM 

($0.2) 

2005E End of YeartJnrestricted CsshSSS/bbI 

mmsm 

$2 

NM 





«3igii 

H^H 

fi6 


3 

W!»If;Tg!l 

KSUSl 





m 




(1) Operating Cash Flow ^ Net Income D&A * pension expense; assumes no impact from change in net working capital. 

Assumes crude price of $40ibbl in 2006. Incorporates hedge positiofts. 

(2) FRNT is In 2007 Mardi-ending fiscal year, base assumption oil at UOliM for c^endar 2006. 

(3) Assumes no addiHonal noncash (stoc^ of subsidiary) contribution to DB p^ion plans. 

(4) Assumes crude price of $4S/bbl in 1Q05 and $45MI in 204005. For no detX refinancing scenario in 2<X)8. assumes no debt refinancing in 2005. For debt refinancing . 
scenario in 2006, assumes debt lefinancing in 2003. 

(5) Chapter 1 1 risk: operating with cash burn and cash balance is below threshi^d cash lev^. 


(USS In irulllons) 


J&U 1 


1 AAI 

1 aD< 


1 I^AfdT 1 

ll#'ir>'Ml!(l<li1i-! I'il-iM-lVI llTCSSSSinBIM 

■■! ■■HI ■ 


■ti-M 



'KM 

1 $75 1 


As points of reference, we note that AMR achieved its last-minute de^ with labor last April with $1.2 biliic»i (7% of LTM sales) in unrestricted cash and equivalents, UAL filed 
for Chapter 11 on 12/9/02 with $1.3 billion (9% of LTM sales) in unrestricted cash and equivalenb (YE 2002), and US Air entered Chapter 11 on 8/11/02 with dcse to $900 
j|nllliorun_ca£ij3Q02ba!ancevras_$MOjnillion^^3%ofLTM^sal^)j^__^__^__^^^^ 

Source; Bear, Stearns & Co. Inc. estimates; company reports; company guidance. 
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E xhibit 34. Cash Bum with No Debt Refinancing and Bush Pension Proposal (Seven-Year Amortization) 

with NO Debt Refinancing i Bush Proposal (7-Yr Amortization) 
of 3/11/OS 


Cash Flow/Burn 2006E (iJS$ millions) 

AMR 

CAL 

IML] 

RWAC 

J6LU 

LUV 

AAI 

ALK 

AWA 

FRNT"^ 





BHH 

^HHI 

HHH 


HHHI 

oom 

■■■ 



Bfiitn 


■raPFM 



WMmm 

■SB 

BIESBI 

$35 




■nr^iB 




■^■1 


■Hi 

$24 





TUM 

■S^H 

BlilB 

$60 

$332 

$24 

$12 

Onfiratino CF (after-taxi $45/bbl 





■SOB 

B£1B 

$36 

i^IBi 

■EH 

$1 

OoeratiriQ CF (after-taxi SSO/bbI 


mmm 


B^il-BI 


■OSM 

$11 


HH 

($10) 

Ooerating CF (after-tax) $55/bbl 






WH 


■^Bi 

■mM 

($22) 

Cash Obliq^ons 




^IBB 

BB^i 





■BBlI 

Net Capex 


n™ 



BiEOH 


$10 


$59 

$35 

DB Pension Contribufions'® 




Ksm 

HBl 

NA 

HE9B 

$71 

NA 

NA 

Debt MaUirfties 




KfJB 

■j^Bj 

B^B 

BgOB 

$57 


$18 

Liouiditv 

■HH 

■Hi 


■■■■ 

^bbb 

bbb 

■BB 

BBBI 

■BBI 

BBBH 

ESimated Unrestfcted Cash Balance at Calendar 4Q05*'*’ 


KSSH 


TISSB 

■th 



OBHI 

(HISH 

$91 

Unresfticted Cash Balance at Calendar 4Q04 



KSESO 

B3SB 


BftliBB 


9^9! 

■OBI 

$149 



5^51 

wrmm 

BE^m 

HOiB 


—riM 

■if 

■EH 


Cash Flow (Burn) per Dav $30/bbl 



I^OQB 

HiiiB 

mmm 

BISIBi 

BBEB 

■ism 

■iOH 

be^bI 

?0n6E End of Year Unresiriried Cash $30/bbl 


„ 4771 

Bssm 

■iim 

bfm 

BiEiai 


■aiM 

■E^inSBI 

$73 

1 .il 1' IfJi' " I " liiH 



EiZS 

,3 

»9 








Hm 

■LiiiB 


■QSB 

bH^B 

■^5 

B^BI 

B^H 

■UBI 

Cash Flow (Burn) per Day $35/bbl 


HEB 

H2EB 

■iiifll 

bqeh 

■ESH 

$0.2 


■SB 

($0.1) 

?0nfiE End of Year Unrestricted Ca^ $35/1*1 



TfiM 




^^^Bl 


— 

$62 




lillliHrlgl 


38 







heb 


■asB 

■(i4t)B 

■iiklB 

MSSM 

■Em 

$77 

■EgM 

($41) 

Cash Flow (Bum) pm Dav $40%bt 



KI&B 

■Qom 

BQSB 

■SMBI 

mEsm 

$0.2 


HIDB 

7n(ifiE End of Year Unrestricted CMh $4(Ubbl 

■2001 

WKsm 

Ksm 

■m 

IBSOi 


■H 


■ESB 

$50 



GiEES33 

CSSiS] 


2, 

bqbi 


ISliSB 

E3BES3 





ISb 

■issm 

BOH 

■EH 

$16 

$44 

■EiUH 

($52) 


KEB 

■HSH 

H3!B 

H3n 

Him 

HH 

$0.0 

$0.1 

($0.5) 

($0.1) 

2006E End of Yea Unrestricted Cash $45/6bl 

KEa 

UES3M 

»kVM 

SS60 

■IMH 




wiEsm 

$39 

Months of Cash Left vnth Oil at $45Aibl from YE 2005 to Threshold'"' 

33 

ESQ^ 


6 

22 

207 




4 


mssM 

BiUDB 

H3KOI 

Ksom 

■QSIB 

■Eicm 

■E2B 

bH^b 

■ESSB 

■mm 


■SEB 

■SEB 

mmm 


HH 

■QH 

BOB 


HH 

($0.2) 

?0n6E End of Year Unrestricted Cash $5I3/bW 

KE9 

■ t^M 

beiob 

WESIM 

■MB 

hissb 


BOBB 

■EiliiB 

$29 



EaiEQ] 

r<r»ngyi 


IB 

■BOB 

■BBi 

■wagf 





■mm 

KlEOn 

Kaam 

■SUB 

Him 

■ESB 

■OH 

■mm 

■SHI 


KOB 

msam 

■Qxm 

■QSB 

HSB 

BQBB 

■Hi 

■Hi 

BEHI 

($0.2) 



kh 

■USB 

■ESOi 


■TOTC 

B^SBI 


■EHI 

$16 


» 





55 

-eir- 

337 




(1) Operating Cash Flow » Net Income + D&A * pension expense; assumes no impact firm change in net working capital. 

^sumes crude price of $40/bbl in 2006. Incorporates hedge positions. 

(2) FRNT is in 2007 Mar^-ending fiscal year, base assumption oH at $40/bbl for cdendar 2006. 

(3) Assumes no addibonal ncmcash (stock of subsidiary) contribution to DB pen^ plans. 

(4) Assumes crude price of S4d/bbl in 1005 and S45/bbl in 2Q-4Q05. For no debt refinancing scenario in 2006, assumes no debt refinancing in 2005. For debt refinancing 
scenario In 2006, assumes debt refinancing In 2005. 

(5) Chapta* 1 1 risk; curating with cash burn and cash balance is below HireshoM cash lev^. 

fuss In millions) I AMR I CAL I PAL I NWAC I JBIU I LUV I AAI I ALK ) AWA 1 FRNT I 

[EsUmatMlUnr8itrict«tC<$hCotic»mUv9l I S1,800 I $1,000 I $1,500 I S1.100 i StSO I $750 I SIOO I S3M I $200 { S75 i 

As points of reference, we note that AMR achieved its last-minute deal with labor last April with $1.2 billion (7% of LTM sales) in unrestricted cash and equivalents, UAL filed 
for Chapter 11 on 12/9/02 with $1.3 billion (9% of LTM sales) in unrestricted cash and equivalents (YE 2002), and US Air entered Chapter 11 on 8/11/02 wifii close to $900 
millionifKa^^3Q02balsncewas$900milliaT^|13%oUTMs^«|^^^^^^^__^^^^^^_^_^^ 

Source: Bear, Stearns & Co. Inc. estimates: corr^any reports; company guidance. 
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Exhibit 35. Cash Burn with No Debt Refinancing and Pension Plan Freeze/20-Year Amortization Proposal 

Wftfj NO Dsbt Refinancing & Pension Plan Freeze /20-Yr Amortization Propose 
Asof3/11/05 


Cash Ffow/Burn 2006E (US$ millions) 

AMR 

“I- 

Ljal, 

NWAC 

JBLU 

I-'" 

AAI 

ALK 

AWA 

FRNT® 




■MB 


BHB 

HIH 

^■■B 

■■■ 

■BH 

^^9B| 

Onfiralino CF (after-faxt $30/bb! 

KfKtM 


■fKfH 

■iHiM 

■SMI 

giiaigM 

■Bl'iKM 


$95 

$35 







KiEliWI 

$84 

■^si 

■SB 

$24 






^QM 

^ehh 

$60 


Bi3M 

$12 


mw/m 



■«'kr» 

■GMI 

9E£3Bli 

■EM 

K'f 

■I3M 

$1 

OoeratinQ CF (after-taxi $50lbbt 

■IREDH 




■ ilM 


WEOM 

■i^^H 

KM 

($10) 

ODeratinq CF (after-tax) $55*61 




■EM 

BMI 

■KliLTMl 

mmm 

■^M 

SM 

($22) 

Cash Obliaatfons 




■■■ 

■^■1 

■SB 

■■■ 

— 



NetCaoex 

■ESQH 

■UikBI 

WiiM 




HM 

■Bis 


$35 

DB Penston Conijibulions® 

$45 

$44 

$2)2 

MBM 

NA 

NA 

NA 

$4 

NA 

NA 

Debt Maturities 


■EM 


^^M 



$10 

$57 

■nw 

$18 

Liquiditv 

MBHl 

^■Hi 


i^^Hi 


■B^H 

■l^^l 




Estimated Unrestricted Cash Balance at Calendar 4Q05’^- 


■391 


HERS 



■SM 


■■■ 

S91 

Unrestricted Cash Balance at Calendar 4Q04 





l^S 

»«mtM 

■EM 


5^9| 

$149 


mm^m 




KM 

■EMI 

HM 


SIM 

($18) 

Cash Ftoiv (Bum) pw Dav $30*bl 

$3.3 

$0.8 

$21 

$05 

KM 

$0,1 


■Bjg^S 

K&i9 

($0.0) 

?nflfiF F.nd nf Year UnresWcted Cash $30/bbl 

■sm 

Ti:™ 

HEM 


■BMI 



«KliM 

■KIM 

$73 






M 




mmiirtga 

11 


Kim 

TT71 

KiM 

$1T 

KM 

$6 


li^^B 


■dM 


$22 


$12 

so.o 

KM 

HISSHi 

KiM 

■E3B 

■IIM 

($0.1) 

2n06E End of Year Unrestricted Cash $36/bW 


^ehim 


Tina 

tm 


■13H 

■SMI 


$62 



■>U:W 

ECS 

■sUJ.W 

3B 

■sUJ.M 


■sid-J.M 

inMiictal 

7 

20aSE Cash Flow (Bum) Oil @ $40/bbl (Base Case) 

■ESI 


■SB 

■sniM 


KM 


■2M 

KEM 

ksm 


$1.1 

$0.1 


KZH 

KM 

■E£M 

UEsm 

$0.4 

KM 

■SMI 


TTTTM 


HIM 

TITTM 

■^S 

TfTiM 

SMI 

HUM 

■EM 

$50 




■moi 



KH 

■imm 

I32SI 






■tiiUH 

msm 

KM 

mmm 



■ms 

($52) 

Cash Flow (Bum) per Dav $45/bbl 

KEIB 

KE9 

KS9 

KES 

KM 

HSM 


■Mi 

KM 

($0.1) 

?nnfiF Fnd nf Year Unrestricted Cash $45/bW 







■E^M 


m^m 

$39 


■i^B 

pMirtai 

gtiiin'tgi 


2! 

m 

EdjjS 


niimizral 

4 



HSUS 

■SM 


■QBS 

■BEM 

■EMI 

$78 

KSI 

■EMB 

Cash flow (Bum) per Dav $50*bl 

■OEB 

KS9 

HIM 

■UilH 

K2M 

■UH 

KM 

■HM 

SSM 

($0.2) 

2n0f* End nf Year Unrestricted Cash $5Q/»hl 




»«■>« 

H@S 


■tMI 

■I^^H 

KM 

$23 

lnwa3r4ra!irrirw»s-hR»«.tin!iiiiaw^ 



ri4»lfr??l 


IT 

la- 

353— 

■awsBM 

wmntfH!! 

5 

L).!il.4Jrfnid’.ril:IIT.11l«[irr:TW.1i:i!t— — — — 

■ESM 

kuzim 

H2IS 

■OS 

KHS 

KCS 

■QM 

$45 

KM 

($75) 


Em 

■am 

■nsM 

■RSM 

KM 

■SIM 

KM 

■IQQB 

■SM 

($0.2) 

2006E End of Year Unrestricted Cash $55*61 

HSKBH 

■SM 



■EM 

mvR^m 


S£M 

SM 

$16 

Months of Cash LeftwKh Oil at 555*61 from Yt 2tJt)5 to TTireshoKf" 


BiBliSI 




ST 

— sr 

■aagBM 




(1) Operating Cash Flow = Net Income * O&A pension expense; assumes no impact from ctiange in rtet working capital. 

Assumes crude price of $40/bbl in 2006. Incorporates hedge positions. 

(2) FRNT Is In 2007 Mart^-endlng Rsca) year, base assumption oA si S40/bbl for calendar 2006. 

(3) Assumes no additional noncash (stock of subsidiary) contribution to DB pension plans. 

(4) Assumes crude price of $49/bbi in 1Q05 and $45/bbl in 2Q4Q05. For no debt refinancing scenario in 2006. assumes no debt refinancing in 2005. Fa debt refinancing 
scenario In 2006, assumes debt refinancing in 2005. 

(5) Chapter 1 1 risk: operating with cash burn and cash balance is below thread cash level. 

(US$ in millions] I AMR I CAL I OAl I NWAC r T~LUV^~~AAI I ALK I AWA } FRNT I 

lEstinwted Unrwtrictad CMti Concsm Lsvgl I $1,500 I SLOOP T S1.5M I SI.ISO I <150 I >750 I SIM i $300 I $200 I $7S I 

As points of reference, we note that AMR achieved its last-minute deal with labor last April with $1.2 billion (7% of LTM sales) in unrestricted cash and equivalents, UAL tiled 
for Chapter 11 on 12/9/02 with $1.3 billion (9% of LTM sales) in unrestrided cash and equivdents (YE 2902), and US Afr entered Chapta 11 on 8/1 1/02 with close to $900 
rnfaTkicad^^^a|ancewas$900jni]lion^jl3%ofl/rMsalM|^__^^^_^__^^^_^^^^^_^^^^ 

Source: Bear, Stearns & Co. Inc. estimates; company reports; company guidance. 
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Exhibit 36. Cash Burn with Debt Refinancing of 80% of Maturing Amount and PFEA Expiration (Five-Year Amortization) 

With Debt Rehnancing of S0% of Maturing Amount & PFEA Expiration (S-YrAmortizaSon) 

As of 3/11/05 


Cash Flow/Burn 2006E (USS millions) 

AMR 

CAL 

DM. 

NWAC 

JBLU 

LUV 

AM 

ALK 

AWA 

FRNT<^ 












Ooeratino CF.(after-tax) S30/bbl 


mmm 

mmfm 




»«llf 


$95 

$35 







■mai 



■191 

$24 






msEm 



$60 

■sm 


$12 


M.'iri.-a 


■$!>« 


■BBH 


$36 

■n^ni 

■^M 

$1 



MuCmi 



■BZEHI 

■SSi 

S11 

KiM 


($10) 


MITTM 

Hsn 



■yiyB 



■91 


($22) 

Cash Obtioations 





1 

mm 





NetCaoex 


$170 



HUH 

ammitm 

$10 


$59 

$35 

OB Pension Contributions*'* 

HSEEH 

USS 

$962 

$Mi 

NA 

NA 

NA 

■91 

■B^H 

NA 

Debt Maturiiies 


-Sli'-l 

$147 

$199 

$22 

$121 

$2 


■■■ 

S4 

Liauiditv 

^■Bi 

^^■11 





Bmg 

■■■ 

SBSi 


EsCmated Unrestrided Cash Balance srt Calendar 4005'“' 

■SH 




KSS 


$278 

■BM 


$105 

Unrestricted Cash Balance at Calendar 4004 





■291 

I^SI 



■^91 

$149 

200SE Cash Flow (Bum) Oil (S! $30/bbl 

HESBI 







MTTMI 

5^5 

MTMI 


$5.3 

$i,t 

^KIQH 

^Ci^B 

■Bin 

■BDH 


$0.5 

$0.0 

(mo) 

2006S End of Year Unrestncted Cash $30/bbl 

■'KM 

■S^H 

■39 


■sn 



»*»«■ 


$101 











109 



■LiUM 




K19 



KM 

■nsBi 


$4.2 

$0.8 

$07 

$0.1 

$0.0 

...SI-3 . 

$0.2 

■1-9 

■Mm 

($0.0) 

2006E End of Year Unrestricted Cash $35/bbl 


miliM 

■miiM 





»«■!« 

■^9 

$90 



Melila'.MI 




El^S 



30 

24 

2006E Cash Plow (Sum) Oil @ $40lbbl (Base Case) 

K5EI 

SIQI 

■SB 

WEBM 

■nsM 


mssi 

■«f 




^KSBB 

■CEBI 

m^sm 

memm 

K!iH 

■EQ9I 


■KEIH 

■UiSS 

Km 


KSQa 

■QKSai 

MSEIM 

Kum 


■son 


■39 


$79 




'= 


IS9i 

KiSB 

ISE33i 

EISS 

,0 

14 

2006E Cash Flow (Bum) Qi ® $45/bhl 

$713 

mEm 

■cm 

■KSE» 

wtmm 

jjjjnSI 

.. S24 . 

■mi 

KiH 

($38) 

Cash Flow (Bum) oer Dav $45/bbl 

$2.0 

$0.1 



KSn 

$1.1 

■Qm 

■m 

MM 

($0.1) 

2006E End of Year Unrestricted Cash $45Abf 



■im 



TigHM 


■ESB 


$67 






97 




6 

9 



Ksn 


Ksn 

■09 

■OSS 

.. » . 

K» 

■son 



■ESEHI 

HEM 

mm 

HSOl 

KI9 

$1.0 


.SOI 

■Olka 

(50.1) 

2006E End of Year Unrestricted Cash $50/bbi 


KBS 



mp^m 


$278- 


■IlkM 

$56 





a 





^■■1 

• j ■ 

i’muiCTijMiimi/lirfflTffli:)!)— ^—1 

■UKJH 




H9 

HLS 


.._S19 

■OLM 





■S9 

■09 

KSH 

$0.9 

■Oiin 


■iiDH 

($0.2) 

2006E End of Year Unrestncted Cash SSSybbi 



$509 


$372 




$85 

$44 

Months of Cash Left with Oilat$55(bblfrom YE 2005 to Threshold ' 

-T5I- 


' 

21 

41 

CF Pos 

“ 

CFPos 

* 

6 


(1) Operating Cash Flow = Net Income D5A * pension expense; assumes no impact from change in net working capital. 

Assumes crude price of $40/bbl in 2006. Incorporates hedge positions. 

(2) FRNT is in 2007 March-ending fiscal /ear. base assumption oil at $40/bbl for c^endar 2006. 

(3) Assumes no additional ncficash (stock of subsidiary) contribution to DB pension plans. 

(4) Assumes crude price of $49/bbl in 1Q05 and S45/bbl in 2Q-4Q05. For no d^t refnandng scenario in 2006, assumes no debt refinancing in 2005. For debt refinancing 
scenario in 2006, assumes debt refinancing In 2005. 

(5) Chapter 1 1 risk: operating with cash burn and cash balance is below tereshold cash level. 

(USS in millions) | AMR j CAL I DAI I NWAC | JBIU I LUV I AAi I ALK [ AWA I FRNT I 

lErtmstedUniBStrlctedCwliConcsniLsvsl \ t1,500 1 $1,000 I $1,500 I $1.100 I t150 I t780 1 SIOO I $3Mi I S200 I $78 I 

As pdnts of reference, we note that AMR achieveditslast-minutedeal with labor last April with $1.2biSk»i (7%of LTM sales) in unrestricted cash and equivalents, UAL filed 
for Chapter 1 1 on 12/9/02 with $1 .3 billion (9% of LTM sales) in unre^ricted cash and equivalents (YE 2002), and US Air entered Chapter 1 1 on 6/1 1/02 with dose to $900 
million in ca sh (3Q02 balance wa3_$90P_millignl(13%^LTM sales). 

Source: Bear, Steams & Co. Inc. estimates; company reports; company guidance. 
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Exhibit 37. Cash Burn with Debt Refinancing of 8Q% of Maturing Amount and Bush Pension Proposal (Seven-Year Amortization) 

Wth Debt Refinancing of 80% of Maturing Amount & Bush Proposal (7-YrAmoreatkm) 


Cash Flow/Bum 2006E {US$ millions) 

AMR 


LMlJ 

NWAC 

JBLU 

LUV 

AAI 

ALK 

AWA 

FRNT« 

2006E Operi^lng Cash Flow''' 



■■■ 


■■H 


^BBI 

B^^B 



Oueralina CF (after-t®) $30/bbl 


»aitw 

umm 

■usn 



■nB 


B^BB 


OoeratinQ CF (after-t»j $35/bbl 



■a:>rn 

■TBm 



$84 

B^^B 

beh 

S24 


■HIM 


■II.M 


■m 




BEH 

$12 




m»Am 

■ll'M 

■BB^i 

H^SMI 

BEBBI 


^KISBI 

SI 



■un 


KTE 

MHIE 

mmm 

bbebi 



(S10) 

ODeratina CF (after-taxt $55/bbl 


■iUW 


^EESi 

KBjj 

■BB 

BBIE 








■Hi 

■■■ 

^■H 

■SbB 

■hb 







mmm 

■i|H 

K^B 

BlSi 

■BHI 

$59 

$35 



■MiSi 


BH 

■QH 

^B^B 

NA 

$71 

NA 

NA 

Debt Matuhties 



wim 

■y|H 


B^m5 

BgH 

BBBB 


$4 



^^Bil 

BBBI 


HHi 



BBBi 

BBH 


FstimatBri linrestrteted Cash Balance at Calendar 4005'“* 

BEIB 

Tf 

Tfigi 

EBS 

Him 


IKSBi 

■l^B 

BSBi 

$105 




EES 



Ei^S 

■^M 



$149 




Km 

— f!'M 

Km 






Catib FInwfRiimt nwDavS30/bbi 


MKSBi 


HBDH 

■EEDB 

■nw 



bebi 

BiEH 




■ram 

KliiiJi 


tWilM 


^BK^il 

■BB 

$101 


Melia'.'JM 




■lIJrf.'L-f 



EBB 

EBB 

109 


■ai'M 

— IVTli 


TTf 



^E^B 

K^B 

HiH 

B^H 

r.anh Flow (Rnrnl ner Dav J.35rbbl 

^EEHI 


^KIEU 

IIEiSi 

■ESIBi 

»K1 



BSSSB 

($0.0) 


um 



IkJkfiM 


■ragai 

■PcIiMB 


$229 

$90 




■TiTigfBl 


■2^9 

MeUJlM 

BB!33!3B 




2D06E Cash Flow (Bum) C^l @ $40/bbl (Base Case) 


■SB 

K^l 

■EH 

■SH 

■Hi 

beh 

Kmi 

BtiiiiiB 

($26) 



Km 

IHIZHi 


Km 

BOEB 

IBSiSBI 

BES^i 

B^B 

($0.1) 



KES 

Hsm 

tESSM 


■*4.fil-M 

■ym 

BIEH 

E'i'rTB 

$79 




Q2S9 

ISiSSS 


BMiiLB 

IQESi 

IBSSi 

BEH 

14 

2006E Cash Flow (Burn) CW & $45/bBI 

SeeBI 

Km 

Kum 

MUS 



■ISH 

lEm 

■KMOi 

($38) 

Cash FInw {Burnt ner Dav$45ybbl 

$2.1 

$0.3 

Km 

Km 

■dm 

BBBI 

BBKBI 

BEBB 

■dm 

($0.1) 



HEB 

■raret 

iw 


Mag™ 

mmm 

TBM 

■BEm 

$67 




' 

16S 

97 






KjriifjiigiiinSniiBiEiFiiriiiiM 



■UlKjW 

Hsm 

■OB 

BbUB 

^E^l 


■IMH 

Hik)H 

Cash Flow IBum) oer Oav $50/bb! 

— 

■esm 

■liliW 

Km 

Km 

BBE^i 

BEm 

ksbb 

■»■ 

($0.1) 


■ESia 

TWf 

»III6!M 




mmm 

■KSMI 

■IhT 

$56 



60 

2 

5i 

58 

liagw 

MMUs/lgf 

■alJsliM 




WK^sm 


Ksm 

■i^W 

■dm 

KgB 

wKsm 

BEM 

BUIiiB 

iBEflH 


wfsssm 

Km 


■iiliH 

■Uit)^ 

■Em 

Bsmi 

BBIBI 

Hmi 

($0.21 







■ragM 

iBEmi 

BSSBI 

BEm 

$44 

Monuis ol Cash Left with Oil at $55/bbi from VE 2005 to Threshold''' 

322 


1 

u 


■£3i 

88 

El^i 

< 



(1) Operating Cash Flow = Net Income + D8A + pension expense; assumes no impact from change in net working capital. 

Assumes crude price of S40/bbl in 2006. Incorporates hedge positions. 

(2) FRNT is In 2007 Mardr-ending Oscsl year, base assumption oil at $40/bbl for calendar 2006. 

(3) Assumes no addltlona! noncash {stock of subsidiary) ccHitribution to DB pension plans. 

(4) Assumes crude price of $49/bbl in 1005 and $45/bbl in 2Q4Q05. For no debt refinandng scenario in 2006, assumes no debt refinancing in 2005. For debt refinancing 
scenario in 2006, assumes debt refinancing in 2005. 

(5) Chapter 1 1 risk: operating with cash burn and cash balance is below threshold cash level. 
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iErtmateilUnraBtfIcMd Cash Concern Lev«l I ~S1,W~ I $1.'(KI0 { It.SW I $1,100 I <150 I >780 i S100 | $M0 "f <200 I S75 I 

As points of ref^ence, we note that AMR achieved its last-minute deal with labo' last April with $1.2 billion (7% erf LTM sales) in unrestricted cash and equivalents. UAL filed 
for Chapter 11 c»i 12/9/02 wi8i $1.3 billion (9% of LTM sales) in unrestricted cash and equivalents (YE 2002), and US Air entered Chapter 11 on 8/11/02 with close to $900 

Source: Bear, Stearns & Co. Inc. esbmates; company reports: company guidance. 
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Exhibit 38. Cash Bum with Debt Refinancing of 80% of Maturing /Unount and Pension Plan Freeze/20-Year Amortization Proposal 
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(1) CH>^ating Cash Flow = Net Income + O&A * pension expense; assumes no in^Mct from ch^ge in net working capital. 

Assumes crude price of $40/bbl in 2006. Incorporates hedge positions. 

(2) FRNT is In 2007 March-ending fisc^ year, base assumption oil at $40/bU for calendar 2006. 

(3) Assumes no additional noncash (stock of subsidiary) contributicxi to DB pension plans. 

(4) Assumes crude price of $49/t)bl in 1Q05 and $46/bbl in 2Q-4Q05. For no d^t refinandng scenario in 2006, assumes no debt refinancing in 2005. For debt refinandng 
scenario in 2006, assumes debt refinandng in 2005. 

(5) Chapter 1 1 risk; operating with ca^ bum and cash balance is below Oveshold ca^ level. 
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As points of reference, we note that AMR adlieved its last-minute deal witft laborlastApril with $1.2 billion (7%of LTM sales) In unrestricted cash and equivalents, UAL filed 
for Chapter 11 on 12/9/02 wiBi $1.3 billion {9% of LTM sales) in unrestricted cash and equivalents (YE 2002), and US Air entered Chapter 11 on 8/11/02 wilh dose to $900 

Source: Sear, Stearns & Co. Inc. estimates; company reports; company guidance. 
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iWR C^sfalkm (AMI^ 
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BSC Recximmendation History since March 19, 2003 for 


AMR Corporation (AMR) - U.S. Doliar 
Date Stock Price Rating 


"Analyst: David SIrine 
24-Mar-03 2.38 

01-Apr-03 2.10 

16-JUI-03 10.56 

03-0ct-03 11.75 

22-Apr-04 13.12 

26-Aug-04 9.42 

20-0ct-04 6.49 
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Continental Mriines Inc. (CAL) 
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BSC Recommendation History since March 19, 2003 for; 
Continental Airlines Inc. (CAL) - U.S. Dollar 


Date 

Stock Price 

Rating 

Target 

‘’Analyst: David Strine 
24-Mar-03 6.82 

PEER PERFORM 


17-Jui-03 

15.47 

OUTPERFORM 

18.00 

03-NOV-03 

19.10 

OUTPERFORM 

24.00 

15-Apr-04 

12.36 

PEER PERFORM 

— 

19-Oct-04 

8.71 

UNDERPERFORM 

— 

25-Jan-05 

9.51 

PEER PERFORM 
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Deita Air Lines, inc. (DAL) - U.S. Dollar 

Date Stock Price Rating Target 

"Analyst: David Strine 

24-Mar-03 11.25 OUTPERFORM 15.00 

17-JUI-03 14.85 PEER PERFORM 15.00 

19-Oct-04 3.11 UNDERPERFORM 

28-Oct-04 4,94 PEER PERFORM 
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Northwest Airlines Corp. (NWAC} 



I — Stock Price :Taf gels: » 12M0$. t Year End '03 1 


BSC Recommendation History since March 19, 2003 for; 
Northwest Airlines Corp. (NWAC) - U.S. Dollar 


Date 

Stock Price 

Rating 

Target 

•‘Analyst: David Strine 
24-Mar-03 8,30 

OUTPERFORM 
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03-0ct-03 
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OUTPERFORM 
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10-Mar-05 

7.10 

OUTPERFORM 

11.00 
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Northwest Airlines Corp. (NWAC): Bear, Steams & Co. Inc. is a market maker in this company’s 
equity securities. 

Delta Air Lines, Inc. (DAL), Alaska Air Group Inc. (ALK), Continental Airlines Inc. (CAL): 
Within the past 12 months. Bear, Stearns & Co. Inc. or one of its affiliates has received non- 
investment banking compensation from this company. 

Delta Air Lines, Inc. (DAL), Alaska Air Group Inc. (ALK), Continental Airlines Inc. (CAL); The 
subject company is or during the past 12 months has been a non-investment banking client 
(securities-related services) of Bear, Steams & Co. Inc. 

Ratings for Stocks (vs. analyst coveragel 

Outperform (O) — Stock is projected to outperform analyst’s industry coverage universe over the 
next 12 montlis. 

Peer Perform (P) — Stock is projected to perform approximately in line with analyst’s industiy 
coverage universe over the next 12 montlis. 

Underperform (U) — Stock is projected to underperform analyst’s industry coverage universe over 
the next 1 2 months. 

Ratings for Sectors tvs, regional broader market indexl: 

Market Overweight (MO) - Expect the industiy to perform better than the primary market index for 
the region (S&P in the U.S.) over the next 1 2 months. 

Market Weight (MW) - Expect the industry to perfomi approximately in line with the primary 
market index for the region (S&P in the U.S.) over the next 1 2 months. 

Market Underweight (MU) - Expect the industry to underperforai the primary market index for the 
region (S&P in the U.S.) over the next 12 months. 

Bear, Steams & Co. ratings distribution as of December 3 1 , 2004 
(% rated companies/% banking client in the last 12 months): 

Outperform (Buy): 38.0%/! 7.2% 

Peer Perform (Neutral): 49.1%/! 1.1% 

Underperform (Sell): 12.7%/6.3% 


For individual coverage industry data, please contact your account executive or visit 
www.bearstearns.com. 

Analyst Certification 

The Research Analyst(s) who prepared the research report hereby certify that the views expressed 
in this research report accurately reflect the analyst(s) personal views about the subject companies 
and their securities. The Research Analyst(s) also certify that the Analyst(s) have not been, are not, 
and will not be receiving direct or indirect compensation for expressing the specific 
recomraendation(s) or view(s) in this report. 

David Strine 

The costs and expenses of Equity Research, including the compensation of the analyst(s) that 
prepared this report, are paid out of the Firm’s total revenues, a portion of which is generated 
through investment banking activities. 



221 


Other Disclaimers 

This report has been prepared by Bear, Steams & Co. Inc., Bear, Stearns International Limited or Bear 
Steams Asia Limited (together with their affiliates, “Bear Steams”), as indicated on the cover page hereof. 
This report has been adopted and approved for distribution in the United States by Bear, Steams & Co. Inc. 
for its and its affiliates’ customers. If you are a recipient of this publication in the United States, orders in any 
securities referred to herein should be placed with Bear, Stearns & Co. Inc. This report has been approved for 
publication in the United Kingdom by Bear, Steams International Limited, which is authorized and regulated 
by the United Kingdom Financial Services Authority. Private Customers in the U.K. should contact their 
Bear, Stearns International Limited representatives ^out the investments concerned. This report is distributed 
in Hong Kong by Bear Stearns Asia Limited, which is regulated by the Securities and Futures Commission of 
Hong Kong. Additional infomiation is available upon request. 

Bear Steams and its employees, officers, and directors deal as principal in transactions involving the 
securities referred to herein (or options or other instruments related thereto), including in transactions which 
may be contrary to any recommendations contained herein. Bear Steams and its employees may also have 
engaged in transactions with issuers identified herein. 

This publication does not constitute an offer or solicitation of any transaction in any securities referred to 
herein. Any recommendation contained herein may not be suitable for all investors. Although the 
infonnation contained in the subject report (not including disclosures contained herein) has been obtained 
from sources we believe to be reliable, the accuracy and completeness of such Information and the opinions 
expressed herein cannot be guaranteed. This publication and any recommendation contained herein speak 
only as of the date hereof and are subject to change without notice. Bear Steams and its affiliated companies 
and employees shall have no obligation to update or amend any infonnation or opinion contained herein. 

This publication is being furnished to you for informational purposes only and on the condition that it will not 
form the sole basis for any investment decision. Each investor must make their own determination of the 
appropriateness of an investment in any securities referred to herein based on the tax, or other considerations 
applicable to such investor and its own investment strategy. By virtue of this publication, neither Bear 
Stearns nor any of its employees shall be responsible for any investment decision. This report may not be 
reproduced, distributed, or published without the prior consent of Bear Steams. ©2005. All rights reserved 
by Bear Steams. Bear Steams and its logo are registered trademarks of The Bear Stearns Companies Inc. 

This report may discuss numerous securities, some of which may not be qualified for sale in certain states and 
may therefore not be offered to investors in such states. Tliis document should not be construed as providing 
investment services. Investing in non-U.S. securities including ADRs involves significant risks such as 
fluctuation of exchange rates that may have adverse effects on the value or price of income derived fi-om the 
security. Securities of some foreign companies may be less liquid and prices more volatile than securities of 
U.S. companies. Securities of non-U.S. issuere may not be registered with or subject to Securities and 
Exchange Commission reporting requirements; therefore, information regarding such issuers may be limited. 

NOTE TO ACCOUNT EXECUTIVES: For securities that are not listed on the NYSE, AMEX, or Nasdaq 
National Market System, check the Compliance page of the Bear Stearns Intranet site for State Blue Sky data 
prior to soliciting or accepting orders from clients. 
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STATEMENT OF 

CAPTAIN DUANE E. WOERTH, PRESIDENT 
AIR LINE PILOTS ASSOCIATION, INTERNATIONAL 
BEFORE THE AVIATION SUBCOMMITTEE 
TRANSPORTATION AND INFRASTRUCTURE COMMITTEE 

ON 

AIRLINE PENSIONS: AVOIDING FURTHER COLLAPSE 
Jime 22, 2005 

Good afternoon. I am Captain Duane Woerth, President of the Air Line Pilots 
Association, International, which represents 64,000 airline pilots who fly for 41 US. and 
Canadian airlines. On behalf of ALP A, I want to thank the Subcommittee for giving us 
the opportunity to present our views about the pension funding crisis facing the U.S. 
airline industry today. 

We firmly believe that H.R. 2106, introduced by Representative Tom Price (R-GA) and a 
bipartisan group of 20 members of the House, and its companion bill in the Senate, 

S. 861 , introduced by Senator Johnny Isakson (R-GA) and Senator Jay Rockefeller (D- 
WVA), provide the pension funding reforms that we need now to avoid the devastating 
consequences that distress pension plan terminations wreak on employees, their families 
and the Pension Benefit Guaranty Corporation. 
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Pension Crisis Affected by Financial State of U.S. Airline Industry 
It is impossible for me to discuss the airline pension funding crisis without starting with 
the overall financial condition of the domestic airline industry, which remains quite 
dismal. Our industry has lost over $30 billion in the last four years and is projected to 
lose at least $5 billion this year. The immediate future does not look much brighter given 
the volatility in fuel prices and yield performance. Yields continue to deteriorate at an 
alarming rate, with domestic yields showing no sign of increasing. In fact, domestic 
yields declined 20% from 2000 to 2004. There is hardly any pricing power in this 
industry. In the last several weeks, we have seen fuel surcharges take hold. A $2 per 
barrel swing in jet fuel prices can be offset by a 1% change in unit revenue, yet while fuel 
was up over $1 8 a barrel in the first quarter of 2005, unit revenues rose only by 2%. The 
fuel sOTcharges may have been successful in offsetting only $4 to $6 of that increased 
fuel cost. 

The outlook remains grim. Recent projections for 2006 are for industry losses of over $1 
billion, and that’s only if fuel averages $45 a barrel. Every SI per barrel increase in the 
price of oil translates into an additional $450 million loss in passenger industry pretax 
profits and $1 billion in additional losses for the global airlines. lATA, which had been 
expecting a break-even year for the global airline industry, is now forecasting over $6 
billion in losses for 2005. 

For the airline industry, the economic factors are compounded by the lingering 9/11 
effect: the use of commercial aircraft as weapons of mass destruction depressed the 
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economy and reduced the number of passengers we fly, at the same time security taxes 
were added to our ticket prices and oil skyrocketed to historic market highs. While traffic 
and capacity are now back to pre-9/1 1 levels, we continue to be subjected to burdensome 
taxes and security fees and now the admiitistration wants to impose another $1.5 billion 
worth of taxes. The U.S. airlines are already expected to pay the government and airports 
$15 billion in taxes and fees this year. 

When we add to this grim financial condition the factors of historically low interest rates 
and poor stock market returns, we have a “perfect storm” for the pension woes we 
currently face. As a result of this witches’ brew, we are on guard for even more pension 
plan terminations and their attendant devastating consequences, potentially affecting 
hundreds of thousands of workers and their families. But despite this stark reality, ALFA 
believes these drastic results can be avoided with creativity and foresight - and 
appropriate legislative reforms, specifically, the reforms set forth in H.R. 2106. 

Pension Funding Crisis Created by the “Perfect Storm” 

Much has been said and written about the “perfect storm” that has undermined the 
funding of private defined benefit plans in America. The two key elements of the “perfect 
storm” are historically low interest rates and poor returns in the stock market. Low 
interest rates impact pension fimding because, as interest rates decline, the value of a 
pension plan’s liabilities increases. And when stock market returns move downward, the 
value of the plan’s assets decreases. 
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In a perfect world, a plan’s funding ratio would always equal 100%, meaning that the 
plan’s assets exactly equal the plan’s liabilities. But with historically low interest rates 
driving plan liabilities up, and investment performance driving plan assets down, the 
“perfect storm” has set the stage for funding disaster. The more the plan’s liabilities 
exceed the plan’s assets; the worse off is the plan’s funded status. 

Contribution Volatility Created by “Deficit Reduction Contribution” Rules 
If a plan’s liabilities exceed its assets, ERISA’s regular funding rules for pension plans 
were designed, in general, to allow employers to make up that gap with more or less level 
contributions over extended periods of time. But when a plan’s funding gap drops down 
to a certain level, a special funding rule kicks in, requiring the employer to make much 
larger contributions over a much shorter period of time. This special contribution, known 
as a “deficit reduction contribution,” makes it especially difficult for the employer to 
close the widening gap between assets and liabilities. 

Logically, since a pension plan is a long-term proposition, it should be funded over the 
long term. This would require reasonably predictable, level, periodic contributions, 
similar to the way homeowners expect to pay their mortgage. But when a deficit 
reduction contribution is required, the pattern of required funding shifts in the opposite 
direction. That is, required funding amounts become extremely volatile, with 
extraordinarily large contributions required over very brief periods of time - the exact 
opposite of predictable, periodic contributions over a reasonably longer period of time. 


4 




227 


A deicit reduction contribution is always required when a pension plan’s funded ratio for 
the year falls below 80%, and is often required when the plan’s funded ratio falls below 
90%. Deficit reduction contributions are designed to bring the plan back to the 90% 
funded level, and while that is a laudable goal, the time the employer is allowed to get 
there is only three to five years. This is like asking homeowners to pay off their 30-year 
house mortgage as if it were a car loan - over only three to five years - far too short a 
time to meet far too large an obligation. 

Because of this short time horizon, the contributions an employer must make to a plan 
when the plan is subject to the special deficit reduction contribution rule are often 
enormous, and can end up being unaffordable, especially when compared to the amount 
that would have been required if only the regular funding mles applied. The deficit 
reduction contribution rule was added to the funding laws in 1987 and strengthened in 
1994, in an effort to help prevent underfunded plans finm being terminated and their 
liabilities dumped on the PBGC. Although this is a desirable goal in theory, the strategy 
to achieve it backfires in the real world if the employer is unable to afford the deficit 
reduction contribution. In that case, the employer, now in bankruptcy, is forced to 
terminate the underfunded plan and dump liabilities on the PBGC anyway. No one wins, 
and the participant certainly loses. 

Pension Plans in Bankruptcy 

The scenario just discussed is precisely what happened in US Airways’ first bankruptcy 
with respect to the pilots’ pension plan. The pilots’ plan was the only pension plan of the 
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four maintained by US Airways that was terminated at that time. The Company was 
unable to emerge trom bankraptcy without a distress termination of the pilots’ pension 
plan, due in large part to the deficit reduction contributions projected to be required over 
the next few years - and a significant portion of that burden was transferred to the PBGC, 
precisely opposite to the law’s intent. 

Sadly enough, the US Airways pilots’ plan had been soundly tunded just two years 
before the Company filed for bankruptcy. The plan went firom being over 100% funded in 
2000 to only 74% funded by 2002 - due to the “perfect storm” and the funding rules in 
place which allowed the corporation to bank payment credits due to high pension funding 
levels. Once the funding level decreased, the requirement for deficit reduction 
contributions kicked in. However, the Company could not afford to make those payments 
and emerge fi'om bankruptcy with financing and a viable reorganization plan. As a result, 
the pilots acquiesced to the Company’s “distress termination” of their pension plan. 
Although a new defined contribution plan was established, it could not replace the 
benefits active pilots lost under the prior program and it provided nothing to restore what 
retired pilots had lost. 

All told, the active and retired pilots of US Airways lost $1.9 billion in accrued benefits 
that were not funded by the plan and were not insured by the PBGC. This loss amounts to 
just over one-half of the $3.7 billion in total benefits that pilots had already earned as of 
the time the plan terminated. 
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With US Airways’ second bankruptcy, the three pension plans covering the rest of US 
Airways’ employees have now been terminated and taken over by the PBGC. PBGC has 
estimated that the assets of these three plans cover only 40% of liabilities. As a result, 
PBGC has taken on another $2.3 billion in unfunded liabilities for these plans. 

We are now witness to the same scenario being played out in the current bankruptcy of 
United Airlines. All four of United’s defined benefit plans are being terminated and taken 
over by the PBGC. Although the benefits employees and retirees have earned under 
these plans total approximately $ 1 6.8 billion, the plans’ assets total only about $7 billion, 
leaving $9.8 billion in unfunded liabilities. PBGC estimates that it will be on the hook for 
approximately $6.6 billion of the unfunded amount. 

In terms of retirement security, the results for United’s employees are devastating. In 
total, they will lose more than $3 billion in accraed benefits - benefits that are neither 
funded by the plans nor insured by the PBGC. United’s pilots alone will bear fully one- 
half of this amount, losing $1.5 billion in accrued benefits. On an individual basis the 
situation is dire, with many pilots completely losing more than 60% of the retirement 
benefits they had already earned. 

Freezing Plans to Reduce Pension Costs 

ALPA’s pilots and leaders have not stood idly by and watched as these events threatening 
their pensions have unfolded. Since the beginning of this pension funding crisis, the 
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pilots and our airlines have taken active and creative steps to explore all available means 
of reducing or delaying pension costs, within the bounds of current law. 

Of course, there is only so much the parties can do through collective bargaining. Most 
significantly, the parties cannot agree to reduce the benefits that employees have already 
earned to date under a pension plan, pursuant to the “anti-cutback rule.” Since accrued 
benefits cannot be reduced, the most that ALFA and the airlines can do in collective 
bargaining, in order to reduce future plan costs, is to agree on changes that eliminate 
future accruals under the plan. Also known as “fi-eezing” the plan, this is the most drastic 
step that maybe taken to reduce future plan costs, short of a distress plan termination. 

Over the past eight months, the pilots of Delta Airlines and Continental Airlines have 
agreed to fi-eeze their defined benefit plans, thereby eliminating any future accruals under 
those plans. They have done this with the goal of lowering their airline’s costs, which in 
turn will increase the chances of their airline staying out of bankruptcy and preserving 
benefits accrued under the pension plans. Pilots at several other airlines are currently 
considering whether to freeze their defined benefit plans, also. 

Funding Even a Frozen Plan Can Be Too Burdensome 

Even though a total plan fi'eeze provides the largest possible cost savings to an employer, 
the employer must continue to fund the tenets that were earned prior to the freeze^ 
Funding of accrued benefits imder a fi-ozen plan can be extremely burdensome, however, 
under the deficit reduction contribution rules. 
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For illustration, let me review a situation involving one of the legacy airlines, one that we 
believe is typical of the funding results achieved by freezing the defined benefit plan. 

This airline compared the amoimt of contributions that would be required over the next 
1 5 years if the plan remained unchanged, to the amount that would be required if the plan 
were frozen. Over the 1 5-year period, the contributions required if the plan were frozen 
would be less than 1/3 of the contributions required if the plan were not frozen. These are 
substantial savings, to be sure. But the curious thing is that, due to the deficit reduction 
contribution rules, fully 100% of these lower contributions would be due over the next 
five years only, with zero contributions required in the following 10 years, hardly short- 
term relief. 

We believe this example stands as strong evidence that the current funding rales, with the 
poorly designed deficit funding contribution requirement and resulting volatility of 
contributions, are simply illogical and do not function as intended. 

Pension Funding Equity Act of 2004 

In April 2004, Congress passed the Pension Funding Equity Act. In addition to provisions 
applicable to all defined benefit plans, PFEA contains a special rale for certain defined 
benefit plans maintained by commercial passenger airlines. In general, the Act granted 
deferral, for two years only (2004 and 2005 for most airlines), of a portion of the deficit 
reduction contribution otherwise due for those two years. We understand that most, if not 
all, of the eligible airlines have elected to use the special rule for their eligible plans. As 
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you know, the temporary nature of the special rule has the effect of exacerbating the 
plans’ funding requirements in 2006 and beyond. We appreciate the fact that Congress 
was willing to work with us last year to address this problem; but without further reforms, 
the increased deficit reduction contributions required for 2006 and beyond will be even 
more costly. 

The Solution - H.R. 2106 

The devastating consequences of more pension plan terminations in the airline industry 
can be avoided, if appropriate legislation is enacted now. We firmly believe that H.R. 
2106 provides the required reforms. 

We believe the current pension funding crisis is only temporary. Given sufficient time, 
we believe that interest rates will rise, stock market performance will improve, and airline 
profitability will return. Sound retirement policy should not allow an employer to break 
its pension promise to employees, just because of negative economic and financial 
conditions expected to last only a few short years. This is especially so when such 
negative conditions are viewed in the context of a pension plan, the duration of which is 
measured in decades. 

Our two-pronged solution is to allow airlines to amortize their pension plans’ unfunded 
liabilities over a longer term and to measure their plans’ liabilities using realistic interest 
rate assumptions determined by the plans’ actuaries. The legislation now pending would 
accomplish this much-needed reform. 
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We believe that allowing long-term amortization of the present funding gap creates a 
situation in which all stakeholders win. 

First and foremost, it is a win for workers, who will have a greater likelihood of actually 
receiving the benefits they have already earned under their pension plans. After all, over 
the course of their careers, employees have given up direct wage compensation in 
exchange for the promise of deferred retirement benefits. 

Secondly, it is a win for the PBGC. Making the reforms available will greatly reduce the 
chances of more distress plan terminations. A plan that is allowed to become well- 
funded over time will never be dropped on the PBGC’s (and taxpayers’) doorstep. But if 
such a distress plan termination should later occur, the legislation provides the PBGC a 
significant limitation on its possible future liability. For a plan that elects coverage under 
the new rules and later undergoes a distress termination, the PBGC’s guarantees are 
capped at the limits in place during the first year the plan was covered by the new rules. 

Finally, it’s a win for the airline industry and the traveling public. Of course, it will allow 
airlines to deliver the benefits they promised to employees. But just as importantly, it will 
allow the airlines to better manage their cash flow and prepare feasible business plans 
without being sabotaged by unpredictable deficit reduction contributions. A feasible 
business plan will, in turn, unlock the door to long-term capital financing of the airlines’ 
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business needs and endeavors, and should, in the case of sdme legacy carriers, help them 
avoid bankruptcy altogether. 

Under current law, the only way an airline can avoid burdensome pension costs is by 
entering bankruptcy and terminating the plans. But if more and more airlines choose to 
shed their pension liabilities in bankmptcy, it sets up the potential for the “domino 
effect,” in which all the other legacy carriers are incentivized, or even forced, to file 
bankruptcy, in order to achieve the same cost savings and “level the playing field.” We 
believe that providing relief fi'om the deficit reduction contribution rules will go a long 
way toward removing the pension plan termination incentive to enter bankruptcy, and 
will, as a result, help prevent further bankruptcies in the U.S. airline industry. 

Allowing airlines additional time to fund employees’ accrued benefits will also give the 
parties time to step back, review and in some cases completely alter the design of their 
retirement program - all without the threat of a distress plan termination hanging over 
their heads. Given the sufficient breathing room made possible by longer amortization of 
the defined benefit plan liabilities, airlines and employees can craft creative solutions that 
may provide secure alternatives to pure defined benefit plans. Each airline and employee 
group must create an individual solution to their individual pension challenge. For some 
groups, but by no means all, the solution may lie in gradually shifting away from 
excessive reliance on defined benefit plans as the primary sources of retirement benefits, 
either by replacing them, or by devising combination plans with a larger defined 
contribution plan component. • 
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There is one separate but related issue that I must mention, because it is specific to the 
airline pilot profession. By FAA regulation, we must retire at age 60. Therefore, a pilot’s 
“normal retirement age” under our pension plans is defined as age 60. That is the age 
when a pilot may retire and receive a full, unreduced pension. However, in the case of a 
pension plan undergoing a distress termination, the PBGC determines its insurance 
guarantees by applying age 65 as the normal retirement age. As a result, benefits that 
begin at age 60 are treated as “early retirement” benefits and the PBGC’s guarantees for 
those benefits are reduced. The PBGC’s guarantees for benefits begirming at age 60 is 
only 65% of the amount it guarantees for benefits beginning at age 65. Therefore, we 
support S. 685, introduced by Senator Daniel Akaka (D-HI) on March 17, 2005. The 
“PBGC Pilots Equitable Treatment Act” proposed in S. 685 would apply the PBGC’s 
normal retirement age guarantee limit to pilots at their normal retirement age - age 60. 

Summary 

In summary, we believe that the simple solution of H.R. 2106 to allow long-term funding 
of pension plan liabilities will allow the airline industry the time it needs to undertake a 
strategic, deliberate approach that provides employees with a secure retirement, keeps 
defined benefit plans out of the hands of the PBGC, and maintains healthy airlines. Again 
Mr. Chairman, I appreciate this opportunity to appear before you, and I would be happy 
to answer any questions the Subcommittee may have. 
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On behalf of the 80,000 active and retired employees of Delta Air Lines and their families, we 
welcome the opportunity to provide our views on the crisis confronting airline industry pension 
plans. The current pension funding rules are not workable in the current airline environment and 
they need to be fixed. Those rules require funding contributions on a schedule that can be 
volatile and unmanageable, with the most significant contributions often occurring at precisely 
the time a company can least afford it. For an airline like ours that is transforming itself — 
thanks in large part to the sacrifice and hard work of Delta people - to survive in the rapidly 
evolving world of commercial air transportation, the pension funding quagmire creates a 
potentially insurmountable barrier to our ability to restructure successfully outside of court 
supervision. 

Congress must act swiftly to a set of rules that allow Delta and possibly other traditional national 
network carriers to pay their employees the retirement benefits they have earned over many years 
of work while at the same time providing the Pension Benefit Guaranty Corporation (PBGC) a 
greater margin of protection from unexpected liabilities. Such liabilities have arisen recently as 
competitive pressures reshaping our industry have caused some airlines to enter bankruptcy, then 
to transfer their very large pension obligations to the PBGC as part of their effort to exit the 
process. We are supporting legislation H.R. 2106 that provides a narrow, targeted solution to the 
unique pension situation facing some of our nation’s airlines as they work hard to transform 
themselves outside of bankruptcy. 

Delta stands ready to meet the challenges of a permanently and fundamentally changed aviation 
marketplace. We have a business strategy that sets us firmly on course for long-term viability 
and we have accomplished much over the last few years. However, one of the two biggest 
factors that will determine whether we can successfully complete our transformation outside of 
bankruptcy is the pension cloud now hanging over our company and many other traditional 
legacy carriers. 

In 2004, Congress provided airlines with temporary relief from the current law “deficit reduction 
contribution” requirements. These difficult requirements threatened to exhaust our airline’s 
liquidity reserves by forcing large, immediate contributions to our pension plans when we could 
least afford it. Congress recognized that bankruptcies would have a greater adverse impact on 
employees and could result in the transfer of unfunded pension benefit obligations to the PBGC. 
Because everyone understood that a comprehensive solution was needed, the 2004 funding relief 
for airlines was intended to be only a temporary, stopgap measure. 
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The Employee Pension Preservation and Taxpayer Protection Act introduced by Congressman 
Tom Price with 21 cosponsors', provides a framework that balances the need for reasonable and 
affordable pension funding requirements for airlines, while still protecting the PBGC. Under this 
legislation, airlines that limit their pension liabilities by freezing pension benefits (or agreeing to 
immediately fund any future benefit accruals) and freezing growth in the PBGC guarantee, 
would still be required to fund their unfunded pension liabilities. However, they would be 
allowed to do so on an affordable schedule over the next 25 years using stable, long-term 
assumptions. The legislation would give airlines a greater chance to transition to a less volatile 
pension plan structure in a way that fully honors the benefits earned by airline workers over 
many years. 

H.R. 2106 provides airlines the time to complete the transformation required to survive in 
today’s economy in a responsible fashion that protects employees, the government and our 
national economy. Let me emphasize at the outset that the bill does not involve any kind of a 
Federal bailout for Delta or any of the other airlines. Delta is not seeking to avoid its obligations 
to our employees; what we seek is a solution that helps us to honor them. In contrast, two 
carriers now in bankruptcy - United and US Airways - have received court recognition of the 
immense competitive pressure to eliminate pension obligations in order to attract financing. The 
termination of those pension plans - which involves shifting of massive liabilities to the PBGC - 
might be characterized as a bailout but H.R. 2106 will simply allow airlines to meet their pension 
plan obligations. 

Delta’s Long Road To Recovery 

The nation’s airlines have been hit by a series of crises, starting with September 1 1 and its 
aftermath to the latest plague on our industry - record high fuel costs. Since the year 2000, the 
nation’s airlines have lost close to $33 billion - Delta alone has lost $8.5 billion and now has 
over $20 billion in long term debt. Several carriers, including two that represent over 20 percent 
of the U.S. airline market, are operating in bankruptcy. With newer low-cost carriers now 
claiming 30 percent of the domestic travel market, it is clear that the traditional legacy carriers 
must bring their operating costs into line with these competitors - competitors that do not 
provide defined benefit pension plans. The traditional national network airlines understand that 
we have no choice but to reduce costs or cease to exist. 

Delta began making tough but necessary changes in 2002, and by the end of 2004, we had 
achieved $2.3 billion in annual revenue and cost benefits. However, appreciating that we were 
not in a cyclical downturn, but rather in a permanently and fundamentally changed aviation 
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marketplace - due, in part, to changed customer preferences, low-cost carriers and online fare 
shopping - we launched a new strategic plan in September 2004 that focuses on winning back 
customer trust and achieving viability. We are on our way to doing both. Our goals are to 
improve the customers' travel experience and also build on the $2.3 billion already achieved to 
reach a total of $5 billion in annual revenue and cost improvements by 2006, as compared to 
2002. In the face of harsh financial realities and increasingly fierce competition, the people of 
Delta Air Lines are proving their mettle as we transform our company into the right airline for a 
new era. While a long, tough road still lies ahead, we already have made remarkable progress. 
We have now targeted all components of that $5 billion goal. A crucial element of the savings 
has been the shared sacrifice of all of Delta’s employees, including, regrettably, the loss of jobs. 
Today, Delta’s workforce is about 56,000 - a decrease of 23,000 employees since September 11, 
2001. The job reductions have been spread across the entire company, with our executive ranks 
trimmed by 25 percent during that period. Delta now has the lowest ratio of total Officer and 
Director level positions to total employees among the six largest airlines. 

In 2001, Delta was a leader in compensation in our industry. Since that time, our people have 
taken the painful steps necessary to adjust our pay and benefits going forward to levels more 
realistic for the changed environment in which we operate. Last fall. Delta pilots approved a 
contract providing a crucial $1 billion in annual savings including a one third pay cut for five 
years with no snap back provisions. Delta’s other employees also have experienced their fair 
share of pay cuts - with a company wide pay cut of 10 percent in January - following 5 years 
with no general increase to our pay plans. As of April 1, 2005, Delta’s frontline employee 
groups rank in the bottom tier of the largest airlines in top of scale pay rates. In 2004, Delta’s 
top five executives ranked third to last in total cash compensation among major carriers, 
including Southwest, AirTran and Jet Blue. 

Part of our plan has also been to trim benefits across the board. We have achieved substantial 
savings in our health care benefits - totaling more than $300 million over the 2003-2005 period. 
Premiums for family coverage for Delta employees increased from zero in 2002 to 
approximately $2400 per year in 2005. 

We have also reduced future pension benefit accruals for both pilots and non pilots in order to 
proactively rein in om future expenses for retirement benefits. In 2003, Delta converted its 
traditional defined benefit final average earnings plan for non-pilots to a cash balance plan, 
which resulted in significant pension cost reduction. Unlike many companies who have 
undertaken such a transition, however, we did not ignore the interests of our employees in this 
conversion. To address the concerns of long term employees who are close to retirement, Delta 
is providing a seven year transition period during which employees will earn the better of the two 
benefits. It is important to both Delta and its employees that H.R. 2106 preserves Delta’s ability 
to maintain this transition period. 

As part of the pilot negotiations concluded last year. Delta’s pilots agreed to freeze service 
accrual under their defined benefit plan and implement a much less costly defined contribution 
plan. This freeze will also result in significant annual savings for Delta. Because of the 
significant pay reductions agreed to by the pilots, there is minimal benefit accrual expected in 
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this plan for several years. Once again however, it is important to both Delta and its pilots that 
H.R. 2106 preserves this “soft freeze” approach agreed to in good faith by both parties. 

In addition to these steps, we have reduced other benefits such as paid vacation and sick leaves 
with the net effect that Delta employees are working longer and harder for much less - all in an 
effort to regain a competitive position in a marketplace that has fundamentally changed. 

We have also attained significant savings and debt restructuring assistance from vendors, 
suppliers, aircraft lessors, debt holders and others. 

These actions have already made our airline fully one-third more productive and cost-effective, 
without diminishing Delta’s ability to generate revenue. At the same time. Delta has achieved 
high levels of customer satisfaction despite the sometimes massive changes occutring throughout 
our operations. Delta was ranked among the top three airlines by J.D. Power and Associates 
2005 Airline Satisfaction study and second in customer satisfaction in a recent Department of 
Transportation report. 

Delta has made great progress in improving our cost structure — and those accomplishments have 
been possible only with the support of Delta people at every level, throughout the company. 
Despite this extraordinary effort, however, our company’s most recent financial results show 
continued high losses. A primary cause of those disappointing results is skyrocketing fuel prices 
- which have jumped by as much as 30 percent since the first of the year. Fuel is Delta’s second 
highest expense after salary and benefits, representing nearly 20% of total operating costs. With 
every one cent increase in average jet fuel cost per gallon adding $25 million to Delta’s annual 
costs, higher fares can offset only a fraction of the impact of the increased fuel costs. If you 
factor out the high fuel costs, a dramatically different financial picture emerges at Delta. 
Excluding fuel and special items. Delta has succeeded in reducing unit costs for mainline 
operations by almost 13 percent during the last quarter when compared to the previous year. 

The low-cost carriers’ basic advantage is just that - low costs. While the going is rough and 
often painful, Delta and other legacy carriers are tenaciously pursuing their own cost reductions 
and we show no signs of stopping. We can and will continue to work to control our costs - and, 
as I have said -- the employees of Delta have stepped up to make cost control a reality. When we 
finally reach our desired cost structures, we will be a formidable competitor, but we cannot 
achieve that end if the problems and uncertainty surrounding our pension plans are not resolved. 

The Pension Cloud 

Without changes in the pension funding rules, all of our efforts to transform ourselves out of 
court could be to no avail. The single biggest uncertainty that may well determine whether or 
not Delta can successfully restructure outside of bankruptcy court is the pension cloud that hangs 
over the company. 

At Delta, we maintain two primary defined benefit pension plans - the Pilots Retirement Plan 
and the Delta Retirement Plan for our non-pilot employees and these plans have historically been 
well funded. We measure the ERISA funded status of these plans as of July 1 of each year. As 
recently as July 1, 2001, both these plans had a funded status ratio of 100% or better for ERISA 
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current liability purposes. Largely as a result of a short period of negative and below expected 
investment returns and a steady fall in the interest rate used for measuring liabilities, however, 
the funded status of our defined benefit plans has taken a turn for the worse. The result is that 
the funded status for both plans declined to about 75% for current liability puiposes at July 1, 
2004, the most recent ERISA funding measurement date. Thus, Delta’s qualified defined benefit 
pensions, which had no current liability under-funding as of July 1, 2001, are under-funded by 
approximately $2.6 billion dollars on a current liability basis as of July 1, 2004. This increase in 
liability did not result from failing to make contributions to the plans. We have not sought a 
funding waiver and have always made required contributions. For 2005, the estimated funding 
for those plans is about $275 million, most of which has already been paid. Without changes in 
the funding rules, we project that we will be required to contribute a total of $2.6 billion to our 
qualified defined benefit pension plans from 2006 to 2008. Simply put, we cannot afford a cash 
crunch of this magnitude, certainly not in the current economic environment confronting airlines, 
and no amount of sacrifice of future compensation can solve this problem since the vast majority 
of this funding relates to benefits accrued in the past. 

Now, some have asked why we didn’t put more money in the pension trusts in the late 1990s 
when we were making money. That is a good question, and the simple answer is that the pension 
funding rules discouraged additional funding of plans that were determined to be fully funded. 
Pension funding rules are designed both to keep plans funded, by requiring a minimum annual 
funding, and also to keep companies from avoiding income tax by putting excess cash into plans 
on a tax-favored basis. The determination of minimum and maximum tax deductible funding is 
completed once per year and for the late ‘90s, the minimum required contribution as well as the 
maximum deductible contribution for Delta’s plans were both zero. 

Although the House and Education and Workforce Committee Chairman Boehner has proposed 
various reforms to the pension funding rules, including lower required contributions for some 
plans, these proposals will not be sufficient to solve the unique and immediate problems for the 
airlines. Indeed, some of these proposals could push airlines into bankruptcy and accelerate the 
transfer of unfunded pension liabilities to the PBGC, 

As recent events amply demonstrate, transferring such liabilities to the PBGC has a number of 
onerous results. 

• Employees and retirees can lose benefits they have already earned because PBGC’s 
insurance program covers only basic pension benefits and is subject to annual dollar 
caps. 

• In a bankruptcy scenario, airline employees (and employees of companies dependent 
on airlines) are likely to suffer further reductions in pay, benefits and jobs and airline 
creditors and investors will inevitably lose money. 

• Each new airline bankruptcy exacerbates the risk of a downward spiral where airlines 
race to shed their pension obligations because courts have approved their competitors 
doing so. 
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• A further string of bankruptcies among the national network carriers - and the 
resulting disruption and chaos that would ensue - will hurt the economy and weaken 
our vital air transportation network, especially service to smaller cities which are 
generally not served by low-cost carriers. 

• Finally, transferring further liabilities to PBGC will, at a minimum, lead to higher 
PBGC premiums on those employers that voluntarily maintain plans (potentially 
undermining the entire defined benefit system) and could ultimately lead to a 
taxpayer bailout of the agency. 

Absent an appropriate legislative resolution, economic reality and competitive pressures are 
likely to force other major airlines with defined benefit pensions to follow the bankruptcy path 
that United and US Airways have recently followed. We at Delta do not want that result and are 
working very hard to avoid it. It is not what is best for our company, for our employees, for our 
customers, for our shareholders or for our country. 

A Sound AND Sensible Solution, (H.R. 2106) 

We are at a crossroads. We cannot control the world we live in, but we must adapt to it. There 
are two paths Delta and other traditional carriers can follow. The first path some would paint as 
the easy road for corporate executives to take - file bankruptcy, dump pension liabilities on the 
PBGC and emerge a nimbler competitor on the other side. That view ignores the many painful 
realities that bankruptcy entails, but the fact is that bankruptcy courts have recognized that 
obtaining additional financing necessary to exit the process successfully is nearly impossible 
when legacy pension funding costs have not been dealt with. Court actions in the United and US 
Airways cases have further altered the competitive landscape in a profound way by helping those 
carriers rid themselves of billions in liabilities, which positions them to be much more effective 
competitors. 

The second path is to evolve and adapt to the new world in which airlines must survive. Delta is 
committed to making the tough choices that will make it possible for our company to survive. 
The path we want to follow involves honoring the commitments we have made to our employees 
and retirees over the 75 years that Delta has been in existence. Our ability to follow this path is 
directly linked to Congressional action to give us pension funding rules that will enable us to 
resolve this crisis responsibly. 

H.R. 2106, the Price bill, and its Senate companion - S. 861 - provide the type of change in 
pension law that is needed to allow airlines to take the right path. The theory of the bill is quite 
simple. When an airline commits to freeze a plan or immediately pay for any newly accrued 
benefits and institutes protection for the PBGC, the government will not require deficit reduction 
contributions to be so large that they may have the counterproductive effect of driving the airline 
into bankruptcy. Under this legislation, airlines that freeze pension accraals would still be 
required to fund the existing unfunded pension liabilities, but would be allowed to do so under a 
more affordable schedule over the next 25 years using stable, long-term assumptions. Under the 
bill, the airlines would continue to make sizeable contributions each year to reduce their 
otherwise frozen unfunded liability, thus reducing the potential future liability for the PBGC. 

The goal is to establish a payment schedule for the unfunded liability that is both more affordable 
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and practical - properly balancing the interests of four stakeholders - employees, the federal 
government, the companies and the traveling public. 

A number of strict requirements — beyond the required freeze — would be imposed on airlines 
that choose this approach - all designed to protect the PBGC. For example, any benefit increases 
above the frozen level would have to be funded immediately and no successor defined benefit 
plan would be permitted. In addition, the PBGC’s guaranteed level of benefits would be limited 
to the amount the PBGC would have guaranteed had the plan terminated instead of freezing. In 
other words, the PBGC monthly benefit guarantee would not increase beyond the level in effect 
when the plan froze. 

The approach taken in H.R. 2106 (and S.861, a Senate companion bill) has a number of 
advantages for employees, the federal government and the parties that finance the PBGC, and it 
decreases the likelihood of PBGC insolvency. 

• For Employees and Retirees. Employees benefit because they will receive the full 
benefits they have accrued prior to the freeze rather than often seeing their benefits 
reduced if liabilities were transferred to the PBGC. Moreover, finding a solution to the 
airlines’ current pension crisis means that airlines are more likely to return to economic 
health (by restructuring outside of bankruptcy), preserve jobs and fund their own pension 
commitments rather than relying upon the PBGC to do so. 

• For the Financial Backers of the PBGC. The PBGC and those companies paying 
PBGC premiums benefit because the approach in H.R. 2106 provides airlines with a way 
to maintain their pension programs and continue to fund their pension benefits and pay 
PBGC premiums without having to resort to shifting liabilities to the PBGC. Just as 
important, addressing the airline pension problem significantly decreases the likelihood 
of the need for a taxpayer bailout of the PBGC. Even if an airline electing to use the 
provisions of H.R. 2106 should later falter, the PBGC (and the taxpayers) should be 
better off because PBGC’s benefit guarantees are fixed at the time of the pension freeze, 
airlines will have made intervening contributions to close their pension funding gaps, and 
any subsequent benefit accruals will have been immediately 100 percent funded. 

• For the Traveling Public and the Economy. The traveling public which relies on our 
nation’s air transportation system for business and personal travel and as the engine of 
our economy would benefit from a stable, healthy, competitive airline industry which 
includes the network carriers who provide the vital link to and from small cities as well as 
an important source of jobs. 

• For Delta and Other Major Network Airlines. Once the pension funding schedule is 
based on a more manageable, affordable schedule, the nation’s carriers would be able to 
honor employees’ already hard-earned pension benefits and, at the same time, continue to 
pursue, outside of court supervision, the transformation plans now underway that are 
essential for survival in the new aviation marketplace. 

Let me emphasize once again that the path we propose does not involve Federal subsidies for 
Delta. To the contrary, we believe it is the other path - the one that others have been forced to 
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follow - that involves a form of subsidy by relying on the PBGC to fulfill benefit promises that 
the bankrupt company cannot. We think the path we want to take is a better path — better for the 
PBGC, better for our employees, better for our customers, better for the overall air transportation 
system and better for the economy as a whole. 

Action is needed now 

Congressional help is required to follow that better path. Existing pension rules require airlines 
to make huge contributions at a time when we can least afford it. In order to have a much greater 
chance to transform ourselves outside of bankruptcy, the existing rules must be changed. As 
they are today and as they would be under the Administration’s proposals, pension funding rules 
only push us closer to following in the footsteps of United and US Airways - and we have seen 
where the realities of the marketplace lead when that happens. 

To some extent, legacy airlines are responsible for the situation we now face - not having 
adequately anticipated the impact of low-cost carriers or internet fare shopping. However, the 
problems faced by the airline industry are clearly not entirely of our own making. No one could 
have anticipated the attacks of September 11, 2001 or its aftermath. We could not have 
anticipated fuel costs rising to unprecedented levels. We could not have anticipated a string of 
our major competitors marching into bankruptcy court and shedding billions of dollars of 
pension obligations and potentially emerging from bankruptcy free of those liabilities to compete 
with us. 

Our industry has fundamentally and structurally changed and we need the help of Congress to 
walk the path that makes sense - for all our stakeholders. Excess capacity, fuel prices, the 
economy, bankruptcy developments, possible sales of assets or other actions, plus a hundred 
more possibilities, all could create long chains of actions and reactions within the airline 
industry. But if we can know that our future pension funding obligations will be reasonable and 
affordable, then we will have the opportunity to compete with discount carriers (and with United 
and US Airways) on a more level playing field, while also having the chance to provide the 
pension benefits our employees and retirees have earned over their careers. 

Conclusion 

The perilous issues facing our industry, including those I’ve just reviewed, matter not only to 
airlines and airline employees, but also to the public who depends upon them. The U.S. air 
transportation system provides a vital service for businesses and other organizations as well as 
families and friends across our nation. 

It is clear that airlines must transform in order to survive in today’s economy. Delta has 
embraced that change. With prompt adoption of S. 861, this can be done in a responsible fashion 
that protects employees, the government and our national economy. The alternative may be an 
industry in continued distress and a wholesale shift of airline pension liabilities to the PBGC. 


Mr. Chairman and members of the Committee, we thank you for the opportunity to present our 
views. We look forward to working with Congress on a resolution of the pension funding 
challenges facing our nation’s airlines. 
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U. S. HOUSE COMMITTEE on TRANSPORTATION AND 
INFRASTRUCTURE 
JUNE 22, 2005 


Introduction 

Airline pilots from carriers with terminated, or threatened, pensions find themselves in the 
untenable position of forced retirement at age 60 with no Social Security income, no Medicare, 
and substantially reduced PGBC income. To remain competitive airlines will need to replace 
pensions with more affordable retirement savings plans. Allowing pilots the right to work until 
they reach their Social Security retirement age offers the pilots, and their carriers, the flexibility 
to transition from defined benefit plans to defined contribution plans. 

Airline Pilots Against Age Discrimination (APAAD) represents thousands of active and retired 
commercial airline pilots and their families, from many airlines, who seek change to the FAA’s 
Age 60 Rule. The history, statistics, and studies that have followed this Rule throughout its 
existence have clearly shown that safety is not enhanced by a blanket age Rule. We advocate 
change that will allow experienced, healthy, qualified airline pilots to continue their careers 
beyond their 60* birthday. 

The Economic Predicament of the Airline Pilot 

APAAD membership has soared during the past few years with an influx of airline pilots that are 
faced with declining incomes, pensions, benefits, and job security. A recent survey completed 
by the Air Line Pilots Association (ALP A) on the subject of pilot retirement at age 60 has been 
represented as demonstrating that a majority of airline pilots wish to retain the Age 60 Rule. 
However, the imderlying findings show that the discussion remains economic and these findings 
are somewhat misleading. 

The demographics of this survey reveal younger pilots opposed to older pilots, first officers 
opposed to captains, and pilots at large airlines with pensions opposed to pilots at other airlines. 
Only 8.5% of respondents stated that safety is their primary concern, the remainder of 
respondents expressed concerns of their economic uncertainty. Many of our members are also 
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members with ALPA and they have joined APAAD to have a collective voice in the eventual 
solution to eroding airline employee benefits, wages, and working rules. 

Two years ago the pilots at United Airlines and US Airways woxdd have supported a forced 
retirement policy at age 60. Today, many new members of APAAD come from the ranks of 
these two airlines. In two more years our ranks will have swelled further due to the dire need of 
pilots at Northwest Airlines, Continental Arlines, Delta Airlines, American Airlines, and Alaska 
Airlines because their existing pension plans will fail to produce the nest egg they expected. 

The cost of a defined benefit retirement plan is just too expensive for today’s commercial airlines 
to sustain. The discussions before this committee today, and before the Senate Finance 
Committee on the same subject two weeks ago, clearly mark pensions as the one expense that 
must be addressed if airlines are to remain competitive and out of Chapter 1 1 bankruptcy. 

Social Security, the PBGC, and the Airline Pilot 

The health of the Social Security (SS) system and the Pension Benefit Guarantee Corporation 
(PBGC) are also integral in this discussion. Airline pilots must retire before they can receive SS 
income. If allowed to continue in their airline careers, many pilots would willingly work well 
beyond their 60*'' birthday. Those that can, and do, will continue to contribute to die SS fund. 
Pilots that work past age 62 would postpone the withdrawal of SS income, and increase their SS 
incomes with each year they continue to earn wages. Likewise, employers would continue to 
contribute into pilot retirement accounts, pensions, and the SS funds as long as their pilots 
remain actively employed 

When an airline forfeits their pension plans to the PBGC pilots suffer the largest reduction in 
retirement income because of the reduced PBGC income at age 60. If airline pilots are allowed 
die option to work until their SS retirement age they would have the same opportunity of other 
airline employees to work until the are able to earn the maximum SS and PGBC incomes. 

The PBGC will potentially absorb enormous sums of under funded pensions from airlines that 
will seek protection in Chapter 1 1 bankruptcy in order to shed unsustainable costs. The federal 
budget can ill afford to absorb these additional costs. 

Retirement savings plans offer financial relief to the carriers and their pilots 

It appears that the few remaining airline pension plans will have to migrate to more affordable 
defined contribution plans if air carriers are to remain viable. Although a small segment of the 
airline employee population, pilots require a disproportionately large balance in their pension 
plans. Dwefined Contribution retirement plans have existed at a majority of airlines for many 
years. Airlines and pilots gain additional latitude to negotiate alternative retirement plans if pilots 
are allowed to fly until their Social Security retirement age. 

As this transition occurs many airline pilots will want the option to work until their retirement 
accounts will provide them a comfortable retirement. Older airline pilots in particular will 
require additional years to recover from diminished pension income. Younger pilots will have 
longer to save for their personal retirement goals. 
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Efforts to address airline problems should affect all airlines and their pilots 

ALPA is supporting legislation that would alter pension funding guidelines and address the plight of 
airline pilots who must retire at a reduced PBGC income. This is only a partial solution at best. The 
pilots at US Airways and United Airlines will not benefit from any future fixes to pension plans. 
Their future is one of a poverty level retirement income, no health insurance until qualified for 
Medicare, and very little opportunity for employment as they must reenter the job market in their 7* 
decade. 

Pilots at Southwest Airlines, JetBlue, and many other airlines must rely on their savings for 
retirement, and they too, need relief. In the past 4 years money invested in stock funds and interest 
income accounts have all suffered a reduction in balances and returns. 

Any airline relief legislation must offer equal opportunity to all airline pilots, not just pilots at the 
large airlines that want to protect their threatened pensions. Legislation should include provisions 
that will allow airline pilots the equal opportunity to work until they too can receive their federal 
entitlements. Forcing airline pilots, and only airline pilots, out of work for the sole reason that they 
celebrate their 60® birthday defies common sense, is illegal, and violates our innate desire and right 
to be productive. 

Removing the artificial age barrier, that is the Age 60 Rule, would permit airline pilots the ability to 
negotiate a wage, retirement, and benefit package that would be the most beneficial to all parties 
over the long term. Eliminating the Age 60 Rule does not obligate the pilots at the large legacy 
carriers to automatically alter their retiremeat plans. Rather it allows any other airlines to not be 
encumbered by this needless restriction. 

The perfect solution 

ALPA represents pilots with a Canadian airline where no age 60 restrictions exist. In this 
environment ALPA negotiated a contract that allows pilots to retire with reduced benefits beginning 
at age 55, full benefits at age 60, and the option to work until age 65. 

Any solution to the airline predicament in this country should include provisions that allow pilots the 
opportunity to work until they can no longer perform in the cockpit to the same standards as they 
have demonstrated in the past. Retirement should be negotiated without artificial barriers that inhibit 
the productivity and earnings of pilots. 

I thank you for this opportunity to express the wishes of thousands of American citizens that are 
asking for the right to remain productive at a time when many are seeking a government handout. 

We ask for a solution applicable to all pilots. 


Respectfully Submitted, 



Stan Sutterfield Captain Mickey Oksner, Retired 

Chairman, APAAD Regional Director APAAD 

Captain, Southwest Airlines 
Lt Col, USAF, Retired 
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WRITTEN STATEMENT OF BERT M. YETMAN 
PRESIDENT 

PROFESSIONAL PILOTS FEDERATION 
AIRLINE PENSIONS: AVOIDING FURTHER COLLAPSE 
BEFORE THE 

HOUSE TRANSPORTATION AND INFRASTRUCTURE COMMITTEE 
UNITED STATES SENATE 

JUNE 22, 2005 


Introduction 

The Professional Pilots Federation (PPF) has, since being established in 1991, 
represented pilots encumbered by FAR 121.383(c), known as the Age 60 Rule. 
This Federal Aviation Regulation forces the safest, most experienced pilots from 
our airline cockpits at 59 years, 364 days, regardless of health or competence. 
Although the Federal Aviation Administration has held the regulation to be a “safety 
rule”, the evidence has shown that the Rule was promulgated as an economic favor 
tp the airlines. Safety was the only ‘fortress’ which would allow such a Rule to 
endure for 45 years. 44 or more nations have eliminated age 60 as a pilot retirement 
age and have no age limit, or 65, relying on medical and practical testing (simulator 
and enroute checks). They have experienced no problems with the over-60 pilots. 

Airline Crisis 

No one would deny that the American airline industry is suffering one of its worst 
crisis ever. Many familiar airlines have disappeared. Still others are fighting for their 
very existence, such as legacy carriers US Airways, United AirLines and Delta. 
American Airlines is struggling to keep its head above financial waters. A 1993 
study showed one of these carriers would save more than $53,000,000 for each year 
the age Rule was extended, mostly in training costs for upgrading to replace the 
retiring captain. 

Through collective bargaining agreements, pilots salaries are no longer a factor in 
the maintenance of the Age 60 Rule. After 12 years, a pilot has reached the top of 
the seniority pay increase scale. Equipment changes and contract negotiations are 
his only pay increases. The single economic reason for implementation of an Age 
60 Rule has gone the way of the dinosaur. 
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Airline Pensions 

Employee pensions have been hard hit by airline management's striving to cut costs. 
Pilot pensions, in particular, have been the hardest hit Employee concessions, 
negotiated over the past few years, have not been enough to satisfy airline financial 
losses. Airlines entering bankruptcy are defaulting on underfunded pension plans, in 
turn placing the substantial financial burden on the Pension Benefit Guaranty 
Corporation (PBGC). Even this is not an assurance of a comfortable retirement, 
certainly nOt the retirement expected after many years of faithful airline employment. 
In some cases pilots are expected to receive 1/3 or less of their anticipated pension, 
and that may be reduced further by the PBGC policy of reducing payments for early 
retirement, which pilots are forced to take upon reaching Age 60. Those closest to 
retirement are in the worst position, with no time to recoup losses even if they were 
allowed to continue their careers. A total restructuring of retirement plamiing is 
necessary for those retirees, with the selling of homes, scaling down of living 
standards, acquiring medical coverage, the expenses of college age children, etc. 

Social Security will not help airline pilots at age 60 retirement. In fact they will lose 
benefits for each quarter year they fail to contribute. In other words, after many 
years of contributing at the highest possible level, their benefits will decline for each 
year of noncontributing until Social Security begins. And, of course. Medicare is 
unavailable until reaching 65. At age 65 that would be 20 quarters of reduced 
benefit, or hundreds of dollars each month. The only solution to that problem is to 
find alternate means of work. Not an easy task at age 60. 

Conclusion 

The answer to this 45 year old antiquated, illogical and unfounded problem of pilot 
pensions is simple. Follow Europe, Australia, Japan and the rest of the world (the 
USA used to lead) by allowing pilots to continue their careers at least until full 
Social Security and Medicare benefits begin, presently age 65. If they choose to 
retire at 55 or 60, it should be allowed without unnecessary restrictions or undue 
loss of benefits. Certainly present medical and proficiency standards would still 
apply. 

According to the 1993 study*, titled Economic Impact of the FAA’s “Age-60 
Rule”, if pilots were allowed to continue beyond their fWth birthday, the realized 
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annual savings at one major carrier, now in bankruptcy, would have been: 
Real Permanent Saving s: 

Staffing levels: $2,251,320.00 

Pay differentials: $16,380,000.00 


Temporarily Deferred Expenditures: 

Training costs: $34,579,124.00 

Savable/Deferrable in 1993 $53,210,444.00 


Those savings would have easily exceeded $250 millions over 5 years for just this 
one carrier largely through savings in transition training costs - which are available 
to most carriers. 


The Professional Pilots Federation thanks you for the opportunity to allow pilots to 
be part of the solution, not the problem. We wish to continue supporting our 
airlines. We wish to continue contributing to Social Security. We wish to continue 
to bolster the economy of this great country. 

Thank you. 

Respectfully submitted. 



BertM. Yetman 



* Economic Impact of the FAA’s “Age-60 Rule”, S.D. Woolsey, 1993 
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STATEMENT OF 

GLENN F. TILTON, CHAIRMAN, PRESIDENT AND CEO 

UNITED AIRLINES 

SUBMITTED BEFORE THE 

UNITED STATES HOUSE OF REPRESENTATIVES 

HOUSE TRANSPORTATION AND INFRASTRUCTURE 
COMMITTEE 

SUBCOMMITTEE ON AVIATION 
WASHINGTON, DC 
June 22, 2005 


Airline Pensions: Avoiding Further Collapse 


UNITED 


1 
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•/ We have better focused our products to meet the demands of the U.S. 
market, and reallocated our fleet to international markets where yields are 
higher. 

We are posting industry-competitive revenue performance. 

And we now have a normal governance structure. 

During this time, our employees have set record operating performance results. 
That’s counterintuitive for a company in restructuring, and that is to our 
employees’ credit. 

We have maintained our service for the flying public in our hub cities, and in the 
medium and small towns we serve from coast to coast, providing important 
commercial connectivity and critical access to global markets. 

Throughout our restructuring, United has worked tirelessly to preserve our 
employees’ defined benefit pension plans. We devoted 1 4 months to constructing 
a business plan to secure an Air Transportation Stabilization Board (ATSB) loan 
guarantee on terms that would have allowed United to keep its pension plans. In 
fact, I testified before this Subcommittee last year that our employees agreed to 
reductions in pension benefits to aid in funding our pension plans. 

Shortly after my testimony before this Subcommittee, the ATSB rejected United’s 
final loan guarantee application for $1.1 billion, advising us instead to pursue exit 
financing with the financial and capital markets. When we did, it was very clear 
that, given continued pressures on revenue and record fuel prices, United could 
not meet the financial targets necessary to be finance-able without the 
termination of pension plans and further labor cuts. 

Even so, we worked with our unions, actuarial experts, financial and legal 
advisors. Board of Directors, Creditors’ Committee - in fact, all stakeholders - to 
scrutinize every alternative that would allow us to meet our financial targets and 
keep our pensions. 

Last year, we told our labor groups and other constituents that we would examine 
any alternative to pension termination and replacement to see if it was viable. By 
January of this year, no workable alternatives were found. We extended the 
search for another four months, and despite everyone’s efforts, we failed to find 
viable alternatives to termination and replacement. 

When it became clear to the management team and the Board of Directors that 
the termination and replacement of our pension plans was the only viable option, 
we prepared to go to court. At the same time, we were in discussion with the 
Pension Benefit Guaranty Corporation (PBGC). It was decided that the best route 
at this time was an involuntary termination by the PBGC, whereby the PBGC 
obtained securities and a share in United’s future potential. 


3 
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The PBGC agreement is fair and equitable to all, provides cost savings and 
stability necessary for United to exit from bankruptcy. But that does not change 
the fact that this has been extremely difficult for our employees and retirees and 
is not an outcome to be desired. 

Since United began offering pension plans to its employees in 1 941 , we have 
done everything required by law - and more - to safeguard those plans for 
United’s employees. And since the Employee Retirement Income Security Act’s 
inception in 1 974, we followed fully the rules and regulations and paid our PBGC 
premiums and plan contributions even while in bankruptcy, until the ATSB’s final 
rejection of our loan guarantee application last summer. 

From the outset of the bankruptcy process, our mission has been to enable 
United as a whole to succeed. Without success for the enterprise, the rest is 
academic. 

To quote Bankruptcy Court Judge Wedoff on the United/PBGC agreement: “The 
least bad of the available choices here has got to be the one that keeps an airline 
functioning, that keeps employees being paid.” 

Without termination and replacement of pensions. United’s future and the jobs of 
62,000 employees would disappear, along with the economic contributions to 
hundreds of communities, our business relationships with hundreds of suppliers 
and partners, and United’s continuing wage and benefit payments, including 
replacement retirement plans. . . and the pension plans would still be terminated. 

United’s unions understand the industry and economic realities that we are 
facing, and all but one have agreed to the retirement plan changes that must be 
made. We now have agreements on long-term labor cost savings with all our 
union groups, ratified or considering ratification, and with every union group but 
the Association of Flight Attendants on pension changes. 

These agreements have moved United forward significantly in our restructuring 
and set the stage for our exit from bankruptcy. 

The impact of this action on our retirees and employees will not be as 
dramatically negative as some have portrayed. All vested participants will 
continue to receive guaranteed benefit payments. In particular, most current 
retirees will not see dramatic reductions in their monthly benefits, and many 
retirees will not experience any reductions at all. 

For example, retired flight attendants, the group that is by far the least impacted 
- represented or not - will receive approximately 1 00 percent of everything they 
are receiving today. 


4 
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For current employees (except pilots), the impact of a termination could be 
substantially mitigated by working until age 65, the traditional retirement age in 
most pension plans. 

The choice we faced for our employees was keeping jobs and replacing their 
existing pension plans with consensually negotiated replacement plans... or 
losing jobs and terminating pensions. 

Unlike most of our competitors. United is in Chapter 1 1 , seeking exit financing in 
order to keep our company in business for our employees, retirees and our 
customers. We know for certain that the cost of continuing our defined benefit 
pension plans was not finance-able . . .the cost is simply unsustainable. 

We at United agree with many of the policy issues that have been identified by 
House Education and Workforce Chairman John Boehner and House Ways and 
Means Chairman Bill Thomas. In particular, we support taking a comprehensive 
approach to solving these problems. We have learned from United's restructuring 
that reform of the pension laws cannot succeed if it is done piecemeal. There is 
no "quick fix." 

Pension reform must consider the daunting economic reality and volatility the 
airline industry and other U.S. industries are facing today. Short-term 
moratoriums are falsely based on the hope that "if you wait it out, things will get 
better." 

A lesson we at United have certainly learned is that there is no moratorium on 
business and financial reality. 


# # # 
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THE COLLAPSE OF UNITED AIRLINES’ PILOTS PENSION PLAN - 
IT COULD HAVE BEEN SAVED, AND, IN LARGE PART, IT STILL CAN BE 

SAVED 


Statement of Roger D. Hall, President of the United Retired Pilots Benefit Protection 
Association, prepared for inclusion in the record of a hearing on “Airline Pensions: 
Avoiding Further Collapse," before the United States House Aviation Subcommittee of 
the U.S. House Committee on Transportation and Infrastructure, June 22, 2005 


Mr. Chairman and Committee Members, the retired United Airlines pilots stand to be the 
big losers in this collapse. The United Retired Pilots Benefit Protection Association 
("URPBPA")^ represents the largest segment of United's retired pilots - Pilots who 
worked their entire careers building this airline, relying on United's promise to provide 
decent security in retirement, and who are now told that they will lose huge portions of 
their pensions — in many cases more than 60 percent. For a retiree, that large a 
percentage loss of Income is catastrophic, leading to forced sales of homes and other 
terrible economic consequences. Our files and member correspondence contain many 
such heartbreaking stories, and the worst part of it is this: it did not need to happen. In 
fact, it still does not need to happen. If you examine what has happened at United, there is 
a better way — a way out - and it's still there. 

What Actually Happened? A Three-Wav Bad Bargain 

What actually happened? Clearly, this was a bargain. It was a bargain between (1) the 
Air Line Pilots Association ("ALP A," which had renounced any obligation to represent 
its own retirees), (2) United (which was determined to cut the benefits of its retirees), and 
(3) the Pension Benefit Guaranty Corporation ("PBGC," which went along with the deal). 

Under the bargain, ALPA agreed not to oppose termination of the Pilots Pension Plan, 
and in exchange United agreed to grant greatly enhanced new pension benefits to active 
pilots (only), and then to set aside $550 million in debt obligations for later make-ups to 
active pilots (only). The bargain gave nothing to the retirees - it just cut their pensions, 
almost to the bone. 


' Full name and address of person and organization delivering this statement: Roger D. Hall, President, 
United Retired Pilots Benefit Protection Association, 1 126 South Federal Highway #159, Fort Lauderdale, 
FL 33316. (Phone: (954) 524-0455) 

^The United Retired Pilots Benefit Protection Association (URPBPA) is a non-profit Corporation registered 
in the State of Illinois. It was formed by retired United Airlines pilots who have extensive experience in 
representing the pilots of United Airlines. All of the officers and directors of the Association work without 
any financial compensation for the benefit of its members. The Association currently represents over 3,100 
of United Airlines retired pilots. 
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PBGC went along with the deal, and expects to absorb unfunded pilot benefit obligations 
of over $ 1 billion. But PBGC had a way out of most of it, and they still do, today. 

A Plan Split/Partial Termination Could Save the Retired Pilots' Pensions. 

Save Money for the PBGC. 

and Still Leave United With the Benefits of Its Bargain 

URPBPA has explained to United and PBGC that United can "split" the Pilot Plan into 
two plans - one for the actives and one for the retirees - and then terminate only the plan 
for the actives. The allocation of current assets between the two plans is controlled by a 
provision of ERISA (4044(a)). The split is allowed by a provision of the Internal 
Revenue Code (IRC 414(1), and Reg 1 ,414(1)). And the results would be this: 

The Retired Pilots Plan would continue, but, using United's actuarial assumptions, it 
would be fully funded. 

And PBGC's absorption of unfunded Pilot pension obligations would be reduced by over 
$750 million. 

And, since the Pilots Plan is still not actually terminated, they can still do this - now. 

Why didn't United do it this way, since the main pension funding cost would be 
eliminated anyway? 

Why didn't ALFA demand it, since they could have achieved a decent retirement for their 
own retirees, without changing the deal for the active pilots? 

Why didn't PBGC force this split into the deal it made with United, since it would have 
lowered the Government's new debt obligation by and saved PBGC over $750 million?^ 

The answers to these questions are difficult to smoke out. United Airlines views their 
current bankruptcy position as an excellent opportunity to deny retirees and employees 
the benefits they worked many years to obtain. United maintains that termination of their 
defined benefit pension plans is the only alternative. They have even gone so far as to 
insist in their agreement with the PBGC that none of United’s Defined Benefit Plans can 
ever be restored in the future. This means that, even if United emerges from bankruptcy 
and generates massive profits, retirees will never recover what was taken fi-om them. 

Such actions are clearly punitive and are not necessary for United to emerge from 
bankruptcy. 

URPBPA would urge the Committee to consider changes to current law that would 
require companies in bankruptcy to work toward alternatives to outright plan termination 


’ And why doesn’t this Committee demand detailed answers to these questions? URPBPA believes that the 
proposal we have developed is a viable alternative to catastrophic plan terminations, and we urge the 
Committee to consider expanding its feasibility and perhaps requiring it when plan sponsors pursue 
needless plan terminations of defined benefit plans. 


- 2 - 
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thereby avoiding these devastating losses for retirees. Current law makes outright 
termination an easy way out of their obligations for companies and leaves retirees to 
suffer financial hardships for the rest of their lives. 


Other Changes in Existing Law 

The recent actions of United Airlines and PBGC seeking to terminate United's defined 
benefit plans for all of United’s retirees and employees clearly highlight the deficiencies 
in current laws governing plan termination, plan funding and reporting requirements. 
Current law needs to be changed to require companies to maintain the funding of the 
plans at or near full funding levels and to provide strict requirements for plans to return to 
full funding over a period of time when deficiencies occur. The law should also require 
that plan participants be provided with quarterly reports on the funding status of their 
pension plans. And of course, termination needs to be the absolute last resort, not the 
easy way out. 

This Committee obviously recognizes that if United’s plans are terminated, other airlines 
will seek to follow suit. The termination of additional airline defined benefit plans will 
place greater stress on the PBGC’s resources, and even greater stress on the resources of 
the retirees whose pensions are cut back. URPBPA urges your immediate consideration 
of changes to current law to prevent these types of occurrences from devastating other 
retirees and employees. 

URPBPA also strongly supports S.l 158, the bill introduced by Senator Edward Kennedy 
and others, that proposes a six-month moratorium on involuntary plan terminations under 
ERISA 4042, in bankruptcy cases. This ought not to be a mindless stampede, particularly 
when there are solutions that can be found, and that work. 

But first and foremost, we ask this Committee to look at what is happening at United and 
consider imposing more stringent plan termination standards when there is a feasible 
alternative to full plan termination. Pension benefit devastation imposes not just a 
go vernment cost, and not just a corporate cost - there is a human cost that should not be 
overlooked - particularly when with the application of some intelligence, the parties can 
achieve a result that is so much better for all concerned. 

We have told United this: We understand that in insolvency situations business leaders 
must sometimes make hard and painful decisions. If they must, they must, and 
reasonable people understand that. But when devastating cuts are not necessary and 
management hacks away at retirement security anyway, that is neither understandable 
nor acceptable. It is an outrage! 
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